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BY TR COMMISSION:
. PROCEDURAL HISTORY .

On fuly 2, 2009, Arizona-American Water Company (‘.‘Aﬁmna—ﬁmi;ﬁuan“ or “Company™)
ftled with the Anzona Corporation Commission ("‘.[_Tnmmission”) an application (0T rate increases
Tor its Anthem Water District, Sun City Water Lyistrict, Anmémf'ﬁgm Fria Wastewaler Jistrict, Sun
City Wastewater District and Sun City West W astewater District,  Arizona-American ﬁ Eeﬂ
supplements (o its rate application on Julﬁ_," 13, 2[}[};31, and August 21, 2{,}@. The application is basecl. _
on a test year ended hecernber 31,2008,

Cmn August 24 2009, the Commission’s Utllilics Divizion (“Staff”) filed a Letter of

| Sufficiency  indicaling  thal Anzona-American bhad satisficd the requirements of Arizona

Adnnnistrative Code RH—;—] 03 and G]msifyiqg the Company as a Class A Llllj.lii_"fr’..

| On Auguast 26, 2009, a pmc:a:iuml .urﬂur was issued setfing _a__pmcedural. conference to
provide an opporunity for discussion of a hearing schedule, public notice, .ﬁand other procedural
issﬁes prior to the issuance of a rate case procedural order.

On September 2, 2009, the procedural conference was convened as scheduled. Appearances
were enteréd._ by counsel for the Company, the Residential ﬂti]iry Consurr_{é.r {]_t.‘fic_e ("‘RUED”},.and
Staff, At the procedural cm_lference, the Company indicated that it planned to 'f.ille B separate rate
c-oﬁswlidatic;'n application in the near fu;ure,]_ Based on that indication, the issue nf appropriate
customer n@tiée of a rate consolidation proposal was brought to the attention of the parties present.”
The procedural _-:ﬁufc_rcncn: was thén :ccesééd to allow the parties time to meet and discuss_an.
appropriate torm éf notice. | _ . | -

' Dn'S:}pﬁ:mber 3, 2009, the procedural (':anere_:-r.me reconvened as requested by the parties.
The Company stated thai it intended to pmcec:d ﬁm the application as'ﬁléd, and not to .ﬂle the rate

cnnsolida_ti{;.n application discussed the previcus day.”’ The Company agreed to prepare s form:of

' {ranscripl of September 2, 2009 Procedurat Cu_l;ft:rcln:& a5,
Thdal 1420, -
THd a2,

4'_' .. DECISIONNO. 72047 .
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public notice of the applical.iﬂn in .cmpemtiq:-n with RIFCQO and Staff, and to fi Ie. it for constderation.

Cn September 14, 2069, Arizr:rna-Am_ctican filed a proposed form of notice. In the filing, the
Company indicated thai Statf hiad found the proposed torm of notice acceptable, ana that RUICO had
informed the Company that RUCO did not ex;:'m.c‘.l: to have mrmﬁents on it. The propased form uf
notice made no mention of rute uunsc:]idalion_; anct was designed to be provided only to customers of
thé Anthem Water district, Sun City Water district, Anthem/Agua Fria Wastewater district, Sun City
Wastewater distriet and Sun City West Wastewater district. '

Dﬁ Septemhcf 24, 2009, a procedural order was issued setting 3 hearing on the application o
COHNMenCE o1 Apﬂi 19, 2010, setting associated procedwal deadtines, and requiring ihe Company to
provide public notice of the application in the form proposed by the Company and agreed w0 by Staft
and RUCO,

{n Decemnber 8, lﬂ.ﬂ‘}, Decisiun Wo. 714310 was wsued m Docket Nos, W-01303A-08-0227
et al. (*08-0227 Docket”). Decision No. 71410 ruled on the Company’s previous rate application
for its Agua Fria Water district, Havasu Water district, Mohave Water and Mohave Wastewater

districts, Paradise Valley Water district, Sun Chty West Water district and Tubac Water isimict.

| Docision No, 71410 stated ihat Docket No. 08-0227 would

remain open for the limited purpose of consohdation m the Company’s next rate case
with a separale dockel in which a revenue-nentral change to rate design of all
Artzona-Amercan Waler Company’s water districts or other appropriate proposals or
all Arlzoma-Amencan’s water and wastewaler district: or other appropriate propoaals
may be considered simultaneously, after appropriate public notice, with appropriate
opportunity for mformed public commenti and participation.

On March 1, 2010, The Camclback Inn, Sanctuary on Camelback Mountain, tﬁe
Intercontinental Mﬁntelucia Resort and Spa, and the Scottsdale Cottonsvoods Resort and Suites
{colleclively the “Resorts™) .filed a Motivn tv Intervene. The Resoris are customers of the
Company’s Paradise Valley Water district.. In .ihﬂ_ filing, the Resorts stated that on Febroary 10,
2010, the Resorts learned that the instanl case was pendi.ng, .an;:‘. were provided an agenda to a
rﬁeating at the ﬁﬁices of the Company entitled “Rate Consolidation Séénan'as.,”_ The Resorts

attached a uup}"_of the 'agaﬁda to their Motion te liteivene, and stated that the agenda nformed the

1 Dpeision No. 71410 at 78,
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Res-::rts that Staff would be ma]ung & ratf: consolidation propcrsa] on Rflarch 22, E{J]U in this dr::cke:t,
and that responsive testimeny Lo StfF's propusal would be due on or about ﬂprll 5, 2010, Thr&‘- |
Resorts stated that February 10, 2010, was the first time the Resorts had notice that a possible
consolidated rate struemure would be dm*e]ﬁped for the Commission’s mﬁsideration m this case that
would then be.' gpplied to thc.mhcr districts. The Resorts noded that there might be other Arizona-
American customers in other di:-";tricts that had not been provided notice of this proceeding and might
be directly and substantially affected by rate consolidation. Th.e Resorts rcquésted a xﬁvar of the
intervention deadline based upon lfack ﬂfnoticé:, and that they be granted infervention.

On March 9, 2010, a procedural order was issued granting the Resorts® Mm.irm e Inlervene
and Stail"s Motion [or Extension and Request for Procedival Conference. The procedural arder
stated tha in Hght of. StalT s.plans v fle a rate cnnsn!_fdét_iﬁn proposal with its rare desien testimony
H1 tl‘ﬁs dr:rc.:ket, the notice 1ssues iniiiuil}f raized gt the September 2, 2009, procedural conference must |
be propesly addressed. A procedural conference '-was zet .t-:r cﬂmmencé Dﬁ March 12, 2010, for the
purpose of discussi.ﬁg propor and apprhpriate notice related to any _réte consolidation proposal rﬁadf:
in this docket, | |

On March 12, 2010, the Town of Paradise 1';'?21“6}’_{T‘Pﬂ-.l'édiﬁﬁ_‘\'rallt’t}"“} filed a Motion to
Intervene, which statéd that the first time it had. notice that a possible consolidated rate structure
would bff developed fﬂl‘ the Commission®s Cﬂﬂbldbrﬂtlun i this CaSG that would then be applied tn.
the {ther dislricts was I"ebruarj' 10, 20118 |

" On March 12 2010, the pmcedural cnnferf:ncc Was cnnvenﬂd a3 schf::dultd f*&ppearances

' _were entered throwgh counsel for the Company, Anthem Community Ceuncil {*Council”), the ]

Resorts, RUCO, and Stall. Paradise Yalley also appear\.?d and was granted intervcntinn At the
procedural conforence. Staﬂ" confirmed that it planned to file rate- COHSGIIdﬂt]GI‘I pmpt}s&is with
testimony on March 29, Zﬂlﬁ Statf slabed that while il u.as unknnwn at Ihai time what Staﬁ“s
recommendation would be, any Smff_ rate consohdanr:r_n pmposal wﬂuid likely afTeet customers in all |
of Qizdna—ﬁmericaﬁ’s districls.- Some parties present :iﬁres.sad. thvi:._ concern that :_a'sniution 1o the
rate ccrns;:ﬂlid_aﬂﬂn noiice issﬁf: should not delav the .S.Chﬂ':_lu,]ﬂd Apnl 19, ZUIQ, commencement of the

6 .- . DECISIONNO _ 1’2{:4’!
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hearing on the Company’'s application. The parties were informed tﬁat iﬁ order {o allow an
appropriate oppcrrtunity. for informed public comment, interventi;an, and fui] patticipation of an}r.
party wishing to paﬂicifate in the rute consolidation portion of the upcoming hearing, that a portion
of the hearing would have to be delayed. Staff was directed to proceed with its proposed March 29,
2&1(], filing of testimony and tXhib.itS on rate design'rate consolidation. and the Company was
directed to file its rebutial testimony on rate design/rate consolidation on April 5, 2010, as propesed,
The parties were nformed that a procedural schedule for the filing of intervenors’ responsive
testimony to rate design/rare consolidation 1estimony would be forthcoming,

{n Marc:h 18, 2010, a procedural order was issued bifurcating the hearing in this maticr mto
two phases, with the second phase (“Phase II') to include Commission considetration of rate design
and rale consolidation issucs. The procedural order ditected the Company 1o mail to each of its
customers in all its distriets public notice -Df the bifurcation, the new intervention deadline for Phase
11, and the hcaxing. dates and filing deadlines for both Phase I and Phase IT of the proceedings. The
ordered form of public notice was based on the Company’s March 16, 2010, filing of a form of
notice which the Company had circulated to all pariics, and which incorporated all comments
received frﬁm the parties at the time of filing. |

Intervention in this matter was granted 1w RUCO, the Council,-the Sun Ciry West Property
Owners and Residents Association (“PORA™), W.R. Hansen, -the- Water Llulity Association of
Arizona (“WIIAA"), t]lﬁ.Resuﬂs: Parzi;dise Valley, Anthem Gt'}.H' and Couniry Club {“Anﬂfmm'
Golf"), Marshall Magruder, Lany D. Woodsf Philip 1L Cook, DMB White Tank, LLC {“DMB™),
and Mashic, LLC dba Corte Bella Golf Clﬁb {*Corte Bellz™,

The written public comment filed 'i.n (his marter was axtensive, with approximately 3.681 |
customers filing comments. = In addition, local public comment sessions were held by
Commissioners in Anthern and Sun Cit}f, Arizona, and the record includes the hmlsufibed public

comments made orally at those scssions.

*In E‘h,asa 1 6f this proceeding, Mr. Woods represented PORA subject to the conditions required by Rule 3 Hd)(28) of the
Rules of the Arizons Supreme Court, Mr. Woods participated in Phasc 1T of this ptoceeding on his own behalf, and not

. |-on behalf orPORA.

EA DECISION NoO, 72047
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(}n April 19, 2001, the evidentiary hearing commenced on Phase T issues as scheduled, and
concluded on April 30, 2010, Phase I1 of the evidentiary hcaring mmmencad as scheduled on May
18, 2010, and conciuded on hme 3, 2010, Prior to the Iaku_lg ufewdence on both April 19, 2010 and
May 18, 20110 public comment was received oralky and ﬁmmcribed for the record.

Initial closing hr.iefs were. filed on July 16, 2010, by the Company, the Council, the Resoris,
I’a:ad.isc Valley, Marshall Maprouder, W.E. Hansen, Larry Woods, DMB, Corte Bella, RUCO, and
Stall. Reply closing briefs were filed on Augusi 16, 2010, by the Company, the Counu.il.,. Anthern
Golf, Marshall Magruder, DMBE, Corte Bella, RUCO, and Staff, and this matter was takén under
stlviseInEnl. .

11, | APPLICATION

A, | Company

Arizona-American, an Arizona public service curfn_:aratinn, is a wholly owned subsidhary of
Amencan _W.ater Works {“Ameﬁ{;an .“'.ﬂtﬁ:rﬂ}-'., the largest investor-ovined waler and wastewsler
utility in the ‘['J'ﬁi'l::d States. American Waler vwns a number of ragﬁlated waler and was-ttwﬁter
suqudhmas thal operate in 32 -ﬂalef-. in addition io non- regulated submdlam,s American Waicr
raises debt capital for s S'I_.le]dlEIlDS Lhmugh its financing subsidiary American Water Capital Corp.
Amencan Water is lisicd on the New York stock. éxchange as AWK, American Water Has
undertaken several ownership changes over the past scve:rai :fearsf’. Until 2003, American watet was
a publicly traded company héadquariered in Voorhees, New Jersey.” In 2003, American W:_atf:r"s
stock was acquirc‘d by .R%'Aktiengcscﬂ.schaft ﬁ*‘RWE”}, and became a whetly-owned subsidiary
of RWE.%. In 2003, RWE announced is intention to exit from jts water activitips in the Unired St:_atc:s
and.elsewhére and, in connection with this. seld approximately 63.2 mi]tiﬁn shares in an initial
pub]ic. offering [“IPD”}_'{E A.mali::a_n Water's shares.” This sale amounted to applﬁximaiﬂ]y 40

percent of Ameriean Watcr’s shares being owned b}f'.the investing public and fhﬁ:_ :emﬁining a0

1| ® Divect Testimony of E.ta.ﬂ' witness Gsrald Becke:r {Exh, 5-%%at 3.

. rd_
B rd
i
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wmmmmwmﬂwﬂmyMMMymhwmmmuﬁmwRwumwmwmmmmmmW
uwnerqhm of American Waler through the consummetion of additienal TPOs, and all associated
board members have rﬂﬁigned fromn the Board of Directors. -

Arizona-American is Arizona’s largest investor-owned WﬂtEI- ardl wastewater utility,
meting twelve water and wastewater sysiems in Arizona, serving appmximatélj.r 150 000

customers located in portions of Maricopa, Mohave, and Sania Cruz Counties. During the test year,

the Antherﬁ Walcﬁ_" district served ai]pmximately 8,700 customers in the Anthem Community,'! the
Sun Cily Water districl served appﬁ:rxima[aly 23,000 customers in Sun City, the Town of
H’uqulnwn, atid small sections ol Peoria and Surprise,’ the Anthem/Apua Fria Wastewater district .
served approxamately 10,121 customers in the Anthem, Verrado, and Russell Remch communities, ™
the Sun City. Wastewater district served approximately 21,965 customers in Sun City, the Town of
Youngiown, and small sections of Peoria and Surprise,’® and the Sun City Wost Wastewator district
served approxdmately 14,968 customers in S;un City West and the Corte Bella community,'”

Arizona-American’s President Paul Townsley testificd that the Company’s financial position

purchased the ";‘l.?a'lt:l' and wastewater ussets of Citicens Utilities in 2002.'¢  According o Mr.
Townsley, Arizona-American experenced a net loss of $1.8 million in 200¥, an iﬁpruveﬁlent uver
its $4.6 million loss in 2007." Arizona-American has not paid a dividend w its shareholders since
2003."% M:, Townsley stated that as of December 31, 2008, Arizona-Amctican’s imes interest
earned ratio (* FER” ¥ was 0.52. | | | |

During this proceeding, the Company propesed that the Commission consider siatewide rate

1 M
it a4,
12 g
" Direct lest:mcmy of Staft witness ]Jcmth;,- Hains {1<xh, 5-7) at Lxlibit DMH.3 at 4, DMH—4 at &, ami DMH-5 at 4.
"* 1d st Exhibit DMH-5 at 4. :
'* 14 at Bxhibit ZMH-6 at 3.
18 Dli pet lesuumny of Company witess Pau! Townsley (Exh. A-3pat 3.
T .
; id a7, : :
* TER represents the nomber of times earnings wilt cover mlc:rcsl cxp&rlse at shm‘t term and ]clng-[erm debt. A TIER
ol less than 1.0y is net s.mtamabla in the long tern.
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consclidation, citing, amﬁng olher considerations, lmpl.'m'ed rate case efficiency, improved ability 1o
make needed capital investments in smaller districts, and a desire o bring the tariﬁ" structure of
waler and wastewaler utilities more in line with those of other regulated utilities in Arizona
.E. Summary of Revenue Recommendations

By district, adjusted test vear revenues worc as follows:

: Anthem/
Anthem Sun City AguaFoa | Sun City Sun City West
Water . Wﬁr Wastewater | Waslawsaler Waslewater

§7492,744 | $9,283,101 | $8,637,123 | $5540381 .  $5661,7107

- By distriet, Arizona-American’s proposed revenues and the revenuc recommendations of the

parties who submitted scheﬂuies are a5 follows:

Anthery | |

~ Anthem Sun City Agua Fria Sun City Sun City West -
Water Water Wastewater | Wastewater Wastewaler

(_';ij:,aﬂ}, $13,455431 | $11.166,038 | $13,926.904 | $8.097.263 $7,142.475

RUCO $12,516,000 | $9.787.589 | 313684820 | $7.435,703 30,419,979

Staff $13,420,925 | $11,126,179 $]%3668,321 $7.665,720 $7.137.298

‘The Council did not present revenue schedules, bul based on iis recommended reductions o
the rate hmses and rates of return recommended by the Company, RUCO and Staff for the
ﬂnthemfﬁ;gua Fria Wastewater and Anther Water districts;z.; the Couneil recommends reduetions to

the revenue requirements recommended by those parties for those. districts,

1. RATEBASE

‘A. . Rate Base Rceommgudatiuus

The parties reconunend the following rate bases for the districts in their final schedules:

Anthem/
Amnthem Sun City Agua Fria Sun City | Son Ciry West
Watcr Watcr Wastewater | Wastewater |  Wastewater’

.{::Qn1pan}-' §37.422 164 ; 828,376,946 | $45,322,775 | $15.656,720 $18,207,774 _

" Direst Testimony of Company wilness Paul Tuwns]éy (Cxh. A-3) at 14,
* Counetl Final Schedules Anthem-Lepal 1, Antbem-Eegal 2, Anthemn-3.
a2 . .

i ) . .
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Staff | $57,248,934 | $28,192,680 | $45,115225 | $15488,742 | $18,098,487

RUCO | $57.258,174 | $26,212.284 | $45,260,942 | §14,595,027 $18,095,016 |

The differences in rate base recommendations by the Company, RUCO agd Staff are due 1o
disputcs ébaut post-fest vear plant in the Sun City .Wutcr_ district, recovery of costs under an
agreement thvs.: Company has with the City of (ilendale affecting the Sun City West Wastewater
dis:frict, and calculation of cash working capital in each of the districts,

The Council did not present rate base schedules, but reconinends reductions to the rate bases
recommended by the Company, RUCO and Staff for the Anthem/Apua Fria Wastewater and
Anthem Water districts.® The Council’s recommended reductions are related to its position on the
Company's refund payments.made to Pulte and to its position on the Northwest Plant allocations
between Anthem/Agua Frna Wastewater and the Sun City West Wastewater districts. |

B. Pnst Test Year Plant (Sun City Water)

The application propeses inclusion in plent in service of a pew Wel 3.1 which was

completed in May 2009 to replace a retired well in the Sun City Water district, al a cosl of

$1.587,149% The Company’s witness testified that Arizona-American completed this project on an

expedited basis and wnder budget in May 2005, which helped to ensure an adequate water supply for

the peak summer season.””

RUCO recommends that Well 3.1 not be allowed in plant in service because RUCO believes

ils inclusion would viplate the matching principle, and there are no exceptional or extraordinary

circumstances that would justify its inclusion™ RUCO argues that the project’s cost is not

signi ficant enough 1o ju.stif}' a deparmré from the requirement that plant be in service during the test
year, because it comprises just 0.47 percent of the combined gross utility p]arit in service in this rate

LT
case filing.

n ‘rd-
# Rebuttal Testimeny of Company mf:ness Joseph Cross {Exh. A-%) at“‘
2% Phage 1 Tr, at 525.26. _ S
2"' 1 RUCO . at 5.
.F.;f Surrebuttal Testimony of RUCO wzlness Ralph Smnh {Exh B-1Fat 7.
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Staff dizagrees with RUCO"s recommendation to exclnde Well 5.1 from plant in service. ™
Staff recommends that Wetl 5.1 be included in plant in service because ihe old Well 5.1 was retired '
in 2007 and abandoned in 2008, the new Well 5.1 was in service at the time of Staff’s inspection,
and is used and useful.??

The Company argues that Well 5.1 mecls eriteria under which the Commission has allowed

post-test year plant in rate base, because the project cost is significant and substantial, representing

apprnxit;hatelj.r 5.6 percent of the Sun City Water district’s rate base; 18 revenue neutral; and that the
project was prudenf and necessary lo provide adequate water supply to customers during the summer
peak demand period in 2009.°" |

The construction of Well 5.1 was necessary in order to replace an aged retived well in order
o provide m:ﬁinﬁaus, reliable and adequate service to customers. Staff has verilied that it is in

service and that it is used to provide service to existing customers. We agree with Siaff and the

| Cumpuny that it is reasunable and appmpriatc to include Well 5.1 in rate base i ts time.

- C. 0 City of Glendale Sewage lranspurtntlun Agreement - 99 Avenue lntcl‘ccpfﬂr
Replacement Costs (Sun City Wastewater) : :

- Arizona-American has long been a party o a City of Glendale Sewage Transportation
Agreemﬂnt {(“Glendale Agreement’ j by which the Ccumpan}f acqutrcd rights from the Clt} of
Glendale to utilize the 99™ Avenue Tnterceptor io transport sewage from the Sun City Wastewater
district to the Tolleson Treatment Plant ' The 99™ Avenue Interceptor is a sewer runk mam that 15 .
owned by multiple mumn:ipalmas, ihﬂ Company™s pdrhmpalmn in-the Glendade Agreerent has

provided it with a cost-effective means tcr wansporl Sun City Waslewaler scwape flows instead 'L':If _

| constructing its own treatment plant.™

In November 2009, the Company received an invoice in the amuunt of $917,906.09 for

* Co. Dr. at 8-9; Staff Br. at 5.

* Diircer Tcshmon} of Stalf witncss Dumﬂ'l} Hains {Exh 571 ac I3,

o Broat &, '

W Rebuttal Testimony of Cotapany wjmess. Miles Kiger {F‘xh A-1dy a2 and Exhibit MHK-IR.
* Phase 1 'Tr. at 530451,

I '
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replacement c(-)sts refated to the 99™ Avenue Interceptor incurred prior to that date. The Companj
paid tﬁe invoice on April 2, 26103 At the hearing, the Compeny provided the testimony of Mr.
Weber, an employee of the City of Glendale, wED discussed the replacement costs and the process
the City of Glendale uégd tv validate the costs prior to invoicing Ar'izona—hmerican for its
proportionate share,

The Company requested an accounting order anthorizing the deferral of $917.906 in capital
impmvemém costs for the Company's pmpﬁrﬂonﬁE share of the 99"‘.‘@&111.16 Interceptor project
under the (lendale Agreement®” The Company stated that their requested treatment is similar to the
costs included in rate compenents 3 and 4 of the Tolleson Agreement for which the Company
obtained an anccounting otder from the Cotnmission

Stall recommends denial of the request tor an accounting t:-rder.. Staff’s witness tesiified that
defermal 18 unnecessary, because the proper classibcation mtemaﬁng treatment of the 99% Avenue

Interceptor costs is known at this time, unlike the Tolleson Agreement costs. During Phase 11 of

the hearing, after having an opportunity to consider the testimony pﬁsentﬂd during Phase 1, StafTs

witness testified that capitalization of the costs as prescribed by the Uniform System of Accounts

(“TUSOA™} and generally accepled accounting principles (“GAAP™) provides ﬁ::.r appropriate cost
recovery.” Staff recnmménds that the amounts paid by the Company under its agreement with the
City of Glendale to use the 99% Avenue Interceptor for sewer transport be treated as ﬁ capital lease,
and should be included in rate base for the. Sun City Wastewater district.”! Staff determined that the
Company’'s payment for 100 percent of the 99" Avenue Interceptor’s capacity it useé equals the fair
value of the invoiced improvement cost, such that the $91?,9D6-iﬁ capital imprr:wemeﬁl ¢osts should

be capitalized beginning on the date the replacement became cffective.*? Staff recommends that

* Rebutisl Testimony of Company wititess Miles Kiger [Exh. A-14) at 2 wnd Exhibil MHK-ZE.
* Phase I Tt. ut 135; Exh. A-24,

* Phase [ Tr. at 458-464,

* Rabunal Testimony nfC‘umpEmy witness Miles Kiger (Ex_h Auld) at 2.

"1 et 23 .

* Phase [} Tr. al 973,

Y td w yT0-971, '

! Statl Reply Br. a1 3; Tr. a1 972; Exhs. § 513 and §- .

@ " Phase 1L Tr. u( 972. .
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because the replacetnent was ﬁerfnrmed primarily before, but alse daring and: shortly after ihe 1est
year, iha‘r the replaccment costs should be inchuded in rate base, nel of accumulated deprcciatidn
using the authorized depreciation rate for the plant aceount in which the replacement costs are
recorded.

The Company aceepled Stall™s position on the 99" Avenue Interceplor replacement costs.

RUCO does not ohject to inclusion of identified 99 Avenne Interceptor test year replacement costs

n rate hase, but did not include any of the costs-ina its final schedules, b.ec.ause during Phase T ol the

hearing, RUC() s wimess was unable Lo readily identify the test year amaunt from the Company’s
hearing exhibit,** |

Staff"s recommnended treatment ﬁl'.the'ﬂf $¢17.906 in capital imprivement coss, net of
ax:cumulate.d d.ﬁpreciatinn,_ for the E(:mpﬁny’s proportionate share of the 996%™ Avenue Interceptor
project under the (jiv..:.nd.al:: H;gret‘-mt:]]l.s iy reasonable and will be adopted.

D. ° Cash Working Cap.ita_l (AN Districts)

In preparing its cash wrifking capital requirement for this case, the (;nmﬁan}f performed a
leadilag study.*® A-u‘cility must have césh on hand to {inancc cost of ser';rice in the time period
between when serviee is rendered and associated revenues are collected, and the cash working

capital component of a utility’s working capital allowance measurcs the amount of investor-supplied

‘| capiial necessary for a utility to meet this need. A Ieaﬂf'iag shudy measures the actual iead and lag

days atttibutable to individual revenve a-nd expense items, and isthe ot aﬂéuratc way fo measure
1Ee cash working capital rcquirf:m.ent. Revenne lag days are determined by measuring thf: amount ot
lime between provision of ﬂcﬁ'icéé and 'the receipt of payment for those services. Expense lag days
arce _dctcnﬁined by mcasuring the time EEtWE:én the incurtence of expenses and the pa}'méﬂt of those

obligations. Expunse lﬁg days offset revenue lag days. The resulting cash working capital amount 15

| added 1o or stibtracted from the Company’s raﬁ: base.

The partics” cash working eapital recommendations as represented in their final schedules

4 mﬂ“ﬂr at 10,

|"‘* RUCO Rephy Br. at 12, ciling (o Phase 1 Tr. a1 932.933,

*5 Dhirect Testimony nanmpanw witness Linda J. Gutowski {Exh. A- l'?} at 3
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are as follows, by distrct:

o Anthemy/ :
Anthem sun City Apgua Foa Sun Cily Sun Cily West

Water Water Wastewater | Wastewater Wastewater
Company 200,085 $627.027 $336,115 $235,760 $311,580
StatT E{iﬂ, 108) §£272,781 SS,QﬂE 50,426 . $116,869
BLCO 336,104 5415091 £198,901 102182 $198,822

1. Expense Lag — Manapement Fees
. The Company uses a shared services madel through which it procures certain management
services through an afliliale, American Water Works Services Company (“Service Cumpaﬁy”},
The Company pays management focs for its share of scrvices a month in advance, and the Service

Company uses the payments to pay payroll, rent, insurance, utilities, and other expenses.*® The

i Company states that it makes the advance payments pursuant to a 1989 agreement with the Service

Company.*’ The Service Company bills Arizona-American in advance, and on the following bill,

' troes up the actual amount charged for the prior month, with a credit for any inierest earned by the

Service Cﬂmp&n}f.da The Company calculated a Jead of 1125 days for the expense lag as 1t relates
10 managemen! fees.” The Company’s witness testified that 11.25 lead days is reflective of the
Company’s actual lead days for parment of management fees to ils service company affitizte.? The
Company’s witncss staled ;hat-thc payments are made in advance because the Service Company has
N0 WalET O SeWer cusﬁ:amers; and that the Service Company 1s an “at cost” affiliate, and that without

the advance pavments, the Service Company’s working capital costs would increase and

* Rebuttal Testimony of Company witness Linda J. Gutowski (Exh: A-18) at 10; Phase 1 Tr. a1 559,
7 d Ms. Guowski's testimony states that Article 7Y, BILLING PROCEDURES, Section 4.1 of the 1989 Service
Cotrpany agreement stales:
As soon as practicable after the last day of each month, Service Company shall render a bill 1o W ater
Compayy for all amounts dus from Water Lompsmy for services and expenses each month plus an
amonnt equnl fo the esiimated cost of such services and expenses for the carvent month . All
" ampuaiz so hilled shall reflect the credit for payments made on the estimated portion of the pmr hill
and shall be paid by Waler Company within a reasonable lime after 1eca3|pl ol the bill therefore.
‘(emphasis added by Ms. Gutowski.}
* Phase 1 Ty, at 359, 760
* R ebumal Testimony of Company witness Linda ], L-umwsh (Fxh. a-18) at 10; ]-xh A3,
an Rabuttal Testimony of Company witness Linda I. Guiowski (Exh. A-18) at 11.
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3

subseyuently be passed on to Arizona-Amcrivan.”’ The Company's witness testified that given the

mique nature of the business relationship between Arizona-American and the Service Company, the

terms of the agreement are reasonable.”? The Company ai‘gucs that because this piace of the eXpense
lag is based on the Company’s actual experience, il should be accepted by the Commission.” The
Comnpany’s witness also testified that its calculation in this case vsed the same kind of lead days
used in the 2008 Working Capital calculation that 1@3 approved as part of Deciston No, 7141 0.
Staff disaproes .with the Company’s caleulation of a lead of 11.25 days for the expense lag as
i relates to management fees. Staff witnesses testified that lcad.ﬂﬁg days should n.nt he hased on

55

internal agrecments made between the Company and its unregulated affiliate.”  Staff argues that
were the Service Company not pn affiliate, the procurement and payment services would be al arms®

Ieng‘c]i, and might be more commercially reasonable.™® Siafl’ exprossed conecern that the use of an

‘internal agreement to calculate lead/lag days might result in a situation where an unregulated utility

affiliate may expect payments even sconer than one month in advance, or prepaymend of
rnana;gelﬁent fees; with ratepayers suppotting this internal circumsrance throngh cash working
capital.” _ |

Staff further argues that ﬂlé cash working capital approved in Deciston No. 71410 was based
on a lead of 3.88 days lor management expeﬁses. ﬁnd not 11.25 lf_:ad days as implied by the
Company’s statement that the sathe rype of lead davs were used in that case.™® _Stﬁﬁ recommends
that the (;Tﬂﬁpany’s proposed 1125 lead days be disregarded in the calculation of cash wufkiﬁg
capii;a],s'j Staff does not remmmmci psing. the 3.38 lead davs allowed in_Decisién No. ?idl]ﬂ',

because no leadlag study was performed to establish the .pa}rmént' paitern of the affiltate service

Tt an 10,
¥ pd at 10-11,
T Co Br.aw 15 ' '
b RBbutul Testimony of Cumpa.[w witness Linda ). Gutowski (Exh, A-18)at 11
* Surrebnital Testimony of $tall wiinesses Gerald Becker {hxh 10y at 5, and Garry MchMmTy (Exh. S-6% o 4.
* SlafT Reply Br. ut 2.
* Surrchultal Testimony of bLafTWLmESSﬁS Gerald Backer (Exi. SFHTI at 5, and G:mjf McMurr} {Exh ﬁ]‘l atd; Staﬁ‘
Raply Br. at 3 . .
* Sinff Br. at4. '
# gurrebuttal Ieaimmny of Sraﬁ' w1tn:31_u:; Cierald Becker (Exh. 5- l[l} at 6, a.nd Garn McMurr}T {E*{h 5 - at 5.
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provided ®

RGCO also argues that the prepayment of affiliate management fees is unreasonable and
constitutes werreachi.ng because affiliated transactions are not arms’ length iransactions, and
reconminends that the lag applied to managemeht fees be adjusted 1o commercially reasonable
lnaITﬂS.m

2. Revenue Lag

RUCOQ disagrees with the Company's proposed collection lag®  For the test vear, the |
Company calculated an average of 26.1 collection lag days district-wide.” The collection lag is the
cajculation of the time from the billing date to the date collections are received ™ HL-"L‘D.
récommmds instead that twenty collection lag days be used in calculating the_ Cﬁmpaﬂ}"s cash
working capital, because the duc date for payment of billmgs for water and wastewater service 13
twenty days and does not differ by the type of customer, and that the Company’s proposed revenue
Iaps assume that customers, on average, throughowt the year, are not complying with the payment
tf:i‘m.'a.r’j RUCO argues that the Company”s revenue iags are excessive and should be 1'r::jn.3-::t-:ﬂ:l.ﬁ’ti

'The Company responds that RUCO's recommendation for a twenty day colleclion lag, based
solely on the due date ﬁf gach bill, ignﬂfés the realities of the colleclion process and should not be
adopted.* The Company explains that while each bjll .is sent put with a due date that is twenty days
alter the billing date, the Commission’s mdes and the Company’s tariffs contemplate (hal payment
may he made after the duwe date, with a late payment fee to be Gharg;ad after the twenty-fifth day.ﬂ
Aftﬁf thal ime, the Company also aﬁempts to provide customers with additiona) notices Prir 10

disconnection ™ "The Company asserts that in light of its collection process, and the Company’s

 Seaff Br, at 4.
M RUCO Br. at 10-11, titing to Surrebutta] Testimony of RUCO witness Ralph Smith {Exbh, K- 10 at 25-26, 28; RUCD
R.e:p] v Br. at &,
" Surrehuttal Testimany of RUCO witness Ralph Smith (Exh. R-10) at 12-22; RUCC Dr, at 10.
f Rﬂhuna] Testimony of Company witness Linda J. Guwewski {Exh, A-13) a 9

Ph-:u&I Tr. ail 586,

* RIICC Br. a 7-8, 11, citing to Direct Testimeny of RUCO witness Ralph "':'~m1ﬂ1 fExh. R-%) ai 21 and Qu.ﬂ'ehutlal
Testfmon} of RUJCO witness Ralph Smith (Bxh, R-10yat I £ : :
*RUCO Br, at 10; RUCO Reply Br. at 6.

" Co.Br.a 14 ,
* Co. Er. al 13, ciling to Exh. A-36.
* Phase T-Tr. at 387-88.
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inercasing namber of charpe-offs, 2 colleétion lag of 26.1 days is reasnngb]e and 5,1:51:51'1::1:!1145151;1:&.?'JJ
Statt did 'm:ﬁ brief this issﬁc.
3. E‘on_c_hx“j@

We tully dg;ree with RECO and Siaff that the Cﬂmpany s internal artangemcnt with its
unrerulated affiliale should not dlc-l.me its need ﬁ:-r cash working capital. However, we arc not
convinced, based on the record in this IWMEedi11g, that inclusion of the 26.1 collection lag days in
the u_‘.:a:ih working capital calcelation is inappropriate. Owverall, we find thal Susffs prupu:.s::d cash
wc:fking capital is the most reasonable anﬂ appmpriat;: recomumendation i light of the Tacls
presented, and will.adapt it. -

We find that a reasonable and appropriate amount of cash workang capital for the districts for

purpuscs of this proceeding is as foltows:

Anthem/ | _ _

Axnibem Sun City Agualria 1 Sun City Sun City West
Water - Water Waslewater | Waslewater Wastewater
5(66.082) | $268.966 $7,650 | $10,661 $114,920

£, Allocation of Northwest Valley Treatment Plant (Anthem/Agos Fria
Wastewater and Sun City West Wastewater)

The Northwest Vafley Regiona] Water Reclamation Facility (“Northwest Valley™} treats
wastewater flows from both the AnﬂleﬂvAgua Fna Wastewater district dl'ld the 3un City Wesl

wastewater district. In JJeclsmn ND 70209 (Mar:,h 20, 2008, the Cmnpdn‘}? was nru:ler::d io allocate

68 percenl of the Northwesl ‘v’u!le:«f plam cosis (v the Sun C] by West Wastewaler district, ™ Devision

No, 70372 (Jung 13, 2008) ordered the allocation af 32 percent of the Northwest Valley plant costs
L the Anthem/Apgua Fria Wastewater disted e

Bazed om 115 gmwﬁ pr'érji:n:_;tiﬂng in this proceeding, Staff recommends that the Northwest

Valley plant be allocatad 28 percent to the Anthem/Agus Fria Wastewater district and 72 percent to

"Co Broatl4,
" Decision Na, 70209 at 3,
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the Sun City West Wastewater district.” 'I'he Company and RUCO are in agreement with Staf{"s
recommended al]ucafimx
Staff conducted a lingar repression analysis, using actual and projected growth numbers, 10

determine that the Sun City West Wastewater district could have appmximaiely 15,055 cuslomers

'h}r.lhe end of 2013, and will use approximately 72 percent of the Northwest Valley plant’s

capacity.”  Slaff anticipates rapid gyrowth in the Northaast Agua Fra area known as Corte Bella,

which livs within the Apna Fria Wasiewater district, but whose flows are treated by the Northwest

Evallc}' plant due to its proximity.” Siaff's growth analysis for the Corte Bella area was not

performed with linear regression, due to the unavailability of sulficient data points, as Staff had
access Lo accurale growih numbers for that area only for 2007 and 2008." Using the available

grawih numbers for 2007 and 2008, Stafl projected that 28 percent of the Morthwest Plant’s capacity

1 will be needed fo serve customers in the Nertheast Agua Fria arca.”’

The Council disagrees with Stafts recommended Northwest Valley plant allocation.”™ The
Council argues that Staff's customner prowth projections are inaccurate in lighi of the current
sfugeish real csta.te market that the Council believes will .likely experience a sustained delay in
recovery. The Council asserts that its witnoss Mr. Neidlinger’s growth projection appropriately -_
accounis for recent and continning reductions in customer grnwm rates due to the i‘ureaumble
sustamcd flat housing market, and should be adopted in liew of 3taffs gn::-wth projections ¥

Staff cnntends thal Mr. Neidlinger's ussertion thal Stalf’s projcction was based on the

assirnphon that there were no customers in the MNortheast Agua Fria area at the end of 2004 is

7 Decision No. 70372 at 12, .
™ Phase [ Tr. at 767, 770; Direct Testimony of Staff witness Dorothy Hains {Exb. 3-7) at Exhibit DMH-6 at 5.
_‘* Direct Testimony of Staff WlmESS Dovothy [ams (Exh, SJ'."} at Exhibit DMH-6 at 5,
3 - StafTBr ul 8.
* Phase [ It at 793, 798 : '
T Direct Testimony of Staff witness Dorothy Hains (Exh. 5-T)at Exhlhlt DMAH-6 Bt 5, In 3, :
™ Surrebuttal Testimony of Dan Na-ldlmneq‘ (Exh. Anthem—E'_:l ars, f‘l:-um.ll Br. at 12-13; Counci] Reply Br al 13-13,
b Cuu.nm! Rt;p[;.- Gr.al 13-
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incorrect.” Staff states that Mr. Neidlinger's growth analysis completely disregarded the customer
cowunts for the vears 2005 and 2006, based on his assumplion thai it would be unrealistic o use them

because Lhey don’t represent what Is going io huppen in the future in the area.* Staff argues that by

disregarding the customer counts for the years 2005 and 20086, the Council's mf:tlwdla]mé} does nal

giw: an wecurale portrayal of growih in the area, and would result in a skewed allocation.™  Staff
arpucs thal while projecting prowth is not an exact scienee, Staff's _gmwth projections are ﬁmi‘e
reflective of [uture growth, and Staff” s ﬂllﬂ;:ﬂtii;l'l recommendalion ié reasonable, ™ |

The Company has accepted Staff"s a]lm:a.tiﬂn of the Northwest ¥V ai]ey plant, and states that
S$taff s more moderate adjusiment to the Anthem/Agua I'ria Wast&%:atur distoct will lead to less
adjustment in the future, ¥ fmd that extensive hack-and-forth mndiﬁcaﬂnﬁ. of the .ﬂjlocuﬁnn
pureentape based on teal estate cycles is not good public policy.™ .
Staff used & rf:asr:rnah'le methodelogy fof ilg growth projoctions in this chéa. S1all’s growth

projection mcthﬂdology was based on avmlablc facts and is more ]]kf:].‘_r' 1o reﬂect Future growih than

the methﬂdolog}’ advocated by the Council. We find that Staff’ s growih projecion methodology

‘Y results in a reasonable cstimate for the allocation of the Northwest Valley plant, and will therefore

adopd it

F. | Anthenm lofrastructure Agrccmcnt {Anthem Wnter and Anthemf ﬁ.gua Fria
Waut&n ater) -

1. Background
In 1997, Arizona-American’s predecessor Citizens Utilifies Company (“Cilizens™) and Del

Webb Corporation ("Del We’n‘b“}., the predecessor of Pulte {?_c-rpﬂratiﬁn (“Pul1c™), and subsidiarics of

Mg at 14,

Rl Staff Br. at 9.

B Phase T Tr. at 873

™ Staff Replv Hr. at 3.

¥ raff Hr, ar 9,

Lo, Br. at 15; Co, Heply Hr.oat 6.

B (. Br.at 16; Phase | Tr. at 145-47,
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Citi_:zcns and Del Webb™ entered into aﬁ Agreement for the Villapes at Desert Hills

Wat::f.*’ Wastewater Apgrcemeni {“Lnﬁastructure Apreement” or “Agreement’”) regarding the

constrietion and funding of the extensive new water and wastewater infrastruchme n;:quired 1 serve

the m&ster—planned community of Anthem.*™ Under the Agreement, Idel Webb was to fund much of
the water and wéstewamr infrastructure, and Arizona-American wonld evertually have to refund ie! _
Webb's advanced funds in accordance with Ixhibit B of the Agreement, with a large balloon

payment when build-out oecurred. Cnly after projects were compieted and refunds made to Pults

did the plant become eli gible for inclusion in rate base, |

In October 1997, Citizens, DistCo and TreatCo filed a joint applicalion in Docket No. W-

U];JEEA—QT—GSQQ et al. for a Certificate of Convenlence and Necessity.[“CC&N""} lo provide water
and wastewater utility service 1o ihe plaﬁned comununity development that ultimately became Known
as Anthem. That application specilically sought approval of the Infrastructure Agrecment. Oo June

19, 1998, Decision No, 60975 was issued in'that dockel granting Citizens a water and wastewater

1 CC&N for the Anthem service ermitory. Decision No. 60975 adopted the recommendation made by

Smf’f_ that the Commisston not consider any determination reganting the requested approval of the
Inirastructure Agrﬁcmcm.gu _

Over the .CDLII‘SG of the build-out at Anthem, there were several modificalions o the
Agreement. The first modification was the November 30, 1998 Letter Agreement.”® In the Letter
Agreement, Del Webh agreed in part to compensate Citizens for the additional costs and reduced
revenues resulting from the re:juireménts of Decision No. 60975, The Letter Agreement established
g ten-year revenue stream from Del Webb to Citizens in recognition of the difference between what
had been agreed 16 by (he partiss (o the Agreement wnd this requiremens of Decision No. 60975,

The second modification 1o the Infrastructure Agreement was by the First Amendment, dated

¥ The original parlies fo the Agreement were Del Webb and ite subsidiary The Villages at Desert Hills, loc. (as the
Anthem project was called ot the time), Citizens, and Citizens' subsidiaries Citizens Wat&r Services Company of Arizona
{"DisuCo"T, and Citizens Waler Eesources Cormpany of Arizona (" TreatCo™),
® A copy af the Agreement was admitled imto the recotd of Docket No. WS-1303A-06-04203 ag’ Exhibit A 16. During
the hearing in this matter, on Apnl 20, 2000, administrative notice was taken of Decision o, 70372 {June [3, ZGUH}
155ued in Docket Mo, WS- 1303A-06-0403, and the entire record of Dc-clcet Mo, WE. 13034 06—0403

™ Decision No, 60975 at 6, 10,

“‘A capy af the [ .arrer Agreement was admimed Ly the rec::-rd of DﬁckeT Mo, WS-1303A- 06—&4{#3 as Exhibit A. I“
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May 8, 2000.*) The purpose of the First ;*uﬁcndment was to add the 195-acre Jacka Parcel acquired
by Del Webb to the Anthem project and rct]uired Tjae parties to take certain acttons related o the
addition of the land parcel to Anthem.

In May 2000, Cillize_ns, TreatCo and DistCo filed a an applfcaﬁﬂn t.o extend the CC&Ns in
the Anthern service area o include the Jacka Parcel and requested ﬁpprovul of the First Amendment
to the Infrasiructure Agrecment. Dn Man,h. 13, 2001, the Eomm:ssmn issued Decision No. 63445
dppruwmg the CC&N exlension application .-.iJlLl ihe Flrst ﬁme:nl:lmem

In December 2000, Citizens again rcquesﬁﬂd appraval of the Infrastructure AgreemEn.l, in
connection with an appheation L.u deletc an area in the Crty of Phl;'nenix from its t_seniﬁt&ted territory.
In that case, Citizens argued thai the Commission had approved the Infrastructure Agreement by its
approval of the First Amendment in Decision No. 63445, On June 5, 2002, the Commission issu&d
Decision No. 04897 iﬁ which It did nol approve (he lui’mxtruct.ure Agrecment, and specifically found
that * ‘la] pproval of the addilion of ihe Jacka Parcel in Decision No. 63445 did not result in approval
of the underlying Infrastructure Agre.ement that the Cornmission declined tn approve n Decision
No. 6097577

El November and December of 2002, Anzona-American filed applications in Docket Nos. -
WS-GIE{}SA-UE-{]BHT et al. requesting rate adjustments for several of its distriets, including its.

Anthem Water and Anthen/Agua Fria Wastewater districts.” A refund payment was included in the

rate fiting.*? Decision No. 67093 was issued in thal docket on Juine 30, 2004

The third modification to ﬂ]f.‘. Infrastructure Agreement was the Second Mendment_; dated
September 21, 21]1]!].9" 'l'hﬂ Second Amendment revised the Capacity 'Rgservatiun section 3? of the
Ag_rcc:mént and adjusted the cquivaient residential 'unit (“ERU™) benchmarks due to the wi'thdrawal
of .fhe: portion of Anther located within the City of Phoenix '.frum the Arzona-Amcrican CC&N,
and the additinn of the Jacka Parcel to' the CC&N.. The Second Amendment also addressed the

A c.q:-p} of the Fjrst ,ﬁ.mendment wias admitted mito the TCI:EI-Id of Dacket No, WS- 13[I-'1f-"n—{!l5 (403 a5 ]::-xhlbit A-18,
2 Decision No. 64897, Findings of Fact No. 7. :
" Staff Br. at 13, '

A A copy nf'thc Secand Amcndmcn* was admitted mle the regord of Doc-.ket No: WE-1303A-06- IHCG as Exhibit A 19

2 DE.CLSI_(}N No, 2047




DOCKET NO, W-013034-09-0343 BT AL.

gffect of the Phoenix Agreement, and other matters. The Second Amendment included a consent by .
Dl "-va'ebh to the assignment by Citizens of its nghts and obligations under the Infrastructure
Agreement to Arizona- Amcrican. | _

Cm Septeraber 27, 2001, Citizens, Arizona-American, D.-:I. Webb and Anthem Arizona LLC
emtered  into the Refund Coordination hgreementf'ﬁ which addressed the allocation of
responsibilities hetween Citizens {inc.]uding TreatCo 'a.nd DistCo) and Anzona-Amerncan. K also
adopted a new scheduic for the calcuiation and allocation of refunds, |

0 The fourth modification to the Infrastructure Agreement, the Third Amendment, daied
10 Dcccmher 12, 2002,% mcrcascd the watcr allﬂcahcrn under the Ak-Chin Lease and again recognized

1 Arizona-American’s substitution for Citizens in the Infrastructure Agreement.

in June and August of 2006, Arizona-American filed applications in Docket Nos, W3-

13 01303A-06-0403 ct al. requesting rate adjustmenis for its Anthern Water and Anthem/Agua Fria

14 Wastewater districts. The Council participated as an intervenor in that prior rate case.

Frior to the conclusion of that vafe case, on or about Cctober 8, 2007, Arizona-American and

1% Pulte entered into the Fourth Amendment to the Agreement. The Fourth Amendment was imended

17 to address Commission concerns and Arizona-American’s financial circumstances by providing

18 further rate relief to Anthem customers, urilizing the following measures:

19 1. Pulte agreed to delay the final true-up payiment by approximately six months, antil
March 31, 2008;

- 26

20 2. Pulte agrecd to reduce the total refundable developer advance by £1.5 ;’nilli-:m' and |
21 3. Pulte agreed to defer fnr two years, without interest, 25 percent of the true-up
5 payment that would otherwise have been due at build-out. :

3 As in this c§5e, in the prior rate case including the Anthem and Anthem/Apua Fra
24 Wastewater districts, in Docket No. W3-1303 A-06-0403, nurnerous public cormments, both oral and
25’ written, vfere recaived in ﬂp?ﬂsitiﬂu 1o the requested rate increase. Alzo. as in this case, the public'
27 * A copy of the Refund Coordination Aéreement was ﬁdmmed into the record of Dm:ket M, W‘R 1 ~EHA 06-0403 as

Lxmtr!l A2l
A copy of the Refund Coordination Agrecm-:nt was admilted into the record of Docket Mo, Wi- IJEJSA-UG-{MI}} as

28 ] £xhibit A 20.
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COTITEnts éxpressed displessure (hat the Company's pl'u;icrs&d rates reflected repayment by
Arizona-American 1o Pulle for infrastructure .msts paid by Pulte, and particularly, 1hat existence of
the advances was not disclosed 10 homebuyers at the time of purchase. |

'Dn June 13, 2008, the Commission issued Decision No. 70372 in Docket No. WS-1303A-
{(6-0403. Decision No. 70272 included in rate basc the developer refunds Arizona-American had

made and fcrr which it requested recovery in that cusc. Decision No. 73072 stated:

We take the public comment received in this case seriously and revognize the gravity
of the customers’ concerns regarding the infrastructuie costs required to provide
waler and wastewater utility services for the Anthom community, At this time, no
party has alleged, and we do not find, that the Company™s repayment of developer
advances under the Anthemn Agreements has been imprudent or improper, . ...

Our determination in this case is not iniended w have any bearing on our
determination in any subsequent case filed by the Company for these districts -
regarding the reasonableness of the Company's agreement 10 refund to Pulte almost
all of the costs required fo constriet Anthem’s water infrasmuciore. <

Necision No. 73072 ordered the Company lo ensure thal the ienn of the Fowrth Amendment

10 the Infrastruclure Agreement deterring 25 percent of the true-up payment due [rom Arizoma-

American would inure to the benelit of ratepayers by an appropiiate choice of test year for filing its

. £
next rate case.

2 Pulb: Befund True-Up Payments at Tssue in this Pmcccd

Dn June 2‘} 2007, muunmf‘mmucan refunded $3,068.300.57 of advances due to Pulte
piarsuant to the Infrastroctute hgremnent and the subsequent amendments thereto.” Of that amcrunt_.
$2,147.810.40 was [or water and $.92!},49ﬂ,1? was for wastewater.'™ Om March 31, 2008, pursuant
to the terms of the Inl'rz_isuuc:.ture Agreement and. subsequent amen.dmems. thereto, as modificd by the -
Fourth Amendment described above, m.izonarf_&mﬂrican refunded $20.226,122 of the advances doe

to Pulte at build-out of the Anthem ccrrrimunhy‘, which occurred in September 2007.'" Of that

¥ Deecizion Mo, 73072 at 43
 td 62,

* Exh. Anthem-7.
[104] .

M s Rebutial Testimony of Company witndss Paul Townsley (Exh. A-4) at 10; Direct Testimony UfCumpa.n} wiineas

24 © DECISION NO. _ 72047




(A%

L T

et I =

25
26
27

DOCKET NO. W-01303A-09-0343 BT AL

amount, $14,889,798.55 was for water and $5,336,323.45 was for wastewater.' On March 31,
2010, Arizona-American paid Pulte the remaining 25 percent of the deferred interest-free payment,

$6,742,041, pursuant 0 the terms of the Infrastructure Apreement and subsequent amendments

‘[ thereto, as modified by Fourth Amendment described above.'® Of that amount, $4 71942870 was

104

for water and $2,022,612.30 was for wastewater. The Company is-not seeking recovery of the

March 31, 2010 refund payment in this procecding '

3. Cﬂuncil’s Proposed FExclusion of Rafun&s Trom Rate Base

Pricr to commencement ﬂf the evidentiary hearing in this case, the Council filed a pre-
hearing memorandum  alleping that the Infrastructure Agrecment mnslimtcﬂ an evidence of
mdebtedness El;s contemplated in ARS. §4 40-301 19 303. The Council also argues that the
Infrastructure Agreement is a main exlension agresment as contemplated by A AC, R14-2-406,
Rased on the fact that the Company did not obtain Commission approval pursuant o A ﬁ.R.S: £§
40-301 to 303 and A.A.C, R14-2-406, the Council requests that the Company’s 2007 repayment of
$3,068.300.57 and 2008 repayment of §20,226.122 to Pulte for infrastructure costs pursuant to the
Infrastructure Agreement be excluded from rate base and receive no ratemaking recognition.'” The
Council accordingly proposes adjustments redueing the rate base of the Anthem Water district by
F17,037,609, and reducing the rate base of the AnthemiAgua Fria Wastewater district by
$6,256,813.'7

“The Company argues that the Council's position is not only entirely void of legal merit but
also manifestly unfair, becaase the refund payments represent investment in plant found used and
useful in providing service 10 the Apthem L‘.Dmmﬁnil_v_ms Arizons-American siales that it is legally
entitled to a fafr return on and of the investment 1t has made i_n ihc used and useful plant, and that the

Caum:i] does not provide any reasons that justify a disallowance.'” The Company states that

2 {ivh, Anthem-7.
1 Dircet Testimony of Cﬂmpan} witness Paul l“mﬂsley {Fxh, A-3yat 9,
' Exh. Anthem-7. :
™ Bhage | tr. at 24142, _
%% Council Br. at 1-7; Council Reply Br. at 2; Council Final Schedules.
" Council Final Schedules.
D > Co. Reply Br. at 10.
fr]'
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ralepayers in the Anthem community have enjoyed the henefits of the system since 1998 without the
{ulk carrving cost of that s¥stem being reflected in rates, and that the Comp'.an&' has nol earned any
return on the investments it bas made in Anthem since 2003.'"“ The Company mm::ends that
although some in the Anthem commmumety believe that they were misled by Del Webb/Pulte .llumes
whem they ]:.‘rLIrL‘;haSEd their homes, that 1ssue iz appropriately addressed in the pending class action
lavwsuit against Pulte in federal cowt, and not in this proceeding. '

RLICO .states that the I;Eﬁlﬂd pavments the Cumpimy' made constitute iﬁfrashucturr—; costs,
wlnch .arv.?,. legitimate costs of service, and that n faimess; the {-.'.nm_pa_uy should be able to recover i-ls
legitimate costs,' 2

It is Staft’s posﬂ.mn that all of the plant for which Arizona- American patid Pulte is used amdd
usctidl, and Staff's rﬂmmmendmmns in this case accordingly include thf: plant in rate base, 13 - Staff
agrees with RUCO that the infyastrueters costs at issue are legitimate costs of service und tha_t the
Company should be allowed W recover those costs.'™ Stafl stales that the Council’s arpument is
cl"féc:;ive]jf a request that plant be disallowed, and ﬂﬁi ihc Council has aol alleged a .lcgall}-' sound

basis upoy which to alter the ratemaking treatment of the refund payments.'

a. Whether the [nfrastracmire Agreement Constitutes “Evidence of
Tndebtedness™ Pursuant to A.R.S. §§ 40-301 through 40-303

The Council allegeé_ that the infrastructure Agr.ccmant constitutes an. evidence of
indebtedness as contemplated in AR.S. § 40-30] E!l‘..i'e’f;. Based on the fact that the Company did not
obtain Commission approval of l_he Infrastructure Agreement pursuant to ARS.§8 40-301 to 303,
the Council requesis that the Company”s ﬁDDT and 2008 repayment of advances totaling
$23,294,422 hy Arixtma—_#m.t—:rll:un to Pulte pursuant o the Infrastructure Apgrecment be' excluded
fronn rate bas;e and receive no ratemaking recopnition. |

The Company states that the Commission’s prior Decisions declining io approve or

"o, Eeply Brat 3, citing to Phase T Tr. at 259.300.
"o Reply Broat2. :

" RUCO Br. a4l

' Seaff Br. ar 16.

" Seaff Reply L. at 7.

M eiafl Br. at 12,
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di&appmve the Infrastructure Agreemeni indicate that it is a “privalc conitael,” and nutl ihe type ol
agreement that requires Commission approval.''® The Company stales that the Council has not
provided a single example of the Commission freating an agreement of the nature of the
Infrastructire Agreement as “evidence of indebtedness™ ynder A R.S. &§ 40-301 to 503, that v the
Company’s knowledge the Commizsion has not done so, and thut if the Cumnﬂssit:m were to now
change conrse and re;:[uire ﬁrinr approval under these statutes, nearly every existing main exiension
and line extension agreement in the Stale of Arizona would become imvalid.!'” The Company
asserts that Proper statutory construction’ % and apphication of pertinent equitabie principles'? also

10 compe! the conclusion that the Infrastructure Agreement does nol constituie “evidence of
0 indcbtedness.”
The Company additionally states that the Tnlrastruclure Agreement is not required o be

13 treated as debl under GAAP and is not booked as such, which the Company argues 1s a strong
(1 indication that it is not “evidence of indebtedness,” citing to Commission Decision No. 69947,

s The Council charges that by referencing Decision No. 69947°s reference 10 GAAP treatment being
% indicative of "'L:.‘Irfidtncni of indebtedness” the Compeny “crroncously extends the scope of the
7 Commission’s application of GAAP in order to reach (he conclusion Arizona-American desires in
18 this proceeding.™'?! We disagree. The declaratory order APS sought in ihat case, and which the -

19 Commission declingd to issue, would have allowed APS to exclude (rom treatinent as debt iwo

agreements which were classitied as long-term debt per GAAP. 2 Instead of issuing the requested

51 declaratory order, Decision No. 69947 set out guidelines for the Company to fellow m the event of

22 || " Co, Br. at 22, Co, Reply R at 1011,
|| o B ax 22, 24, Co. Reply Br. at 10,
33 || " Co, Br. ut 22-24.
9 at 2425, '
o || de it 22, citing to fn Re APS. Docket No. E-013454-06-0779, Decision No. 69947 (October 30, 2007) a1 10-13
(mdicaiing that GAAP guides the determination as to whether an “gvidence af indebtadnass™ exisis), and at 11, fn 16
55 [ ("GAAP status is the determinant for compliance fliings and how the condition test for isspance of debt or eqnit}' i5
calowlated. ™. Drecizion No. 68947 ruled on an APS request [or peneral tinancing avtbority, and denjed APS's request
For *a declaratory order that confirms that only waditional indzhiednes: for borrowed meney constitutes an “evidence of
indebtedneas” under A RS, §8 40-20] and 40-302 and that such eiher arrangements do not require pricr Commission
authorization and Jdo not count against the Continuing. Long-Term Débt ot Lﬂntmumg Short-Tem debt suthorizations
re:quest,ed in the application.™ Decision No. 69547 at 1-2,

M Cuuncii Reply Br. at 3.,
28 ¥ ™ pugision No, 69947 a1 11.
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changes m GAAP or changes in.interpmialinn of GM?.] 1 .

The Company mgueé that because A.R.S. §§ 40-301 10 303 restrict a public utility’s rigﬁt to
coatiract, they must be namrowly construed and rﬁusf not be extended to transactions outside their
plain terms,'** and that under the siatuiory docirine of ejusdem gemeris, the phrase * ‘other evidence
of indebtedness™ must be i|1terpreted in light of the character of other terms that preeede it, ™ which
in this case are “stocks,” “stock certificates,” “bonds,” anﬂ “notes.™ * I'l'ﬁe Company states that

agfeemems siich as the Infrastructure Agreement are noi designed for (he purpose of building up the

utility’s gencral and permanent capital structure like an issuance of stock, but rather serve the

specilic and limiled purpese of placing the risks of development on the developer rather than the
public wility.””" The Counecit advances the argurmnent that the Infrastructure Agreement constitutes a
financing agreement whereby Pulte {inanced the construction of Anthem®s water and wasiewater

facilities through an interesi-[ree loan, and that Arizona-American secured its indebtedness io Pulte

flthrough the issuance of tiwo letters of credit.'?® In repard to.the Couneil’s rcliance on Fnited Srates

v. Awustin, the securities case cited by the Council in suppert of its position, the Company does not
believe it provides relevant or persuasive aﬁthorily, because it involves interpretation of the federal
sceurities laws, which are of a different nature and purposce than a state law regulating a public
ulility’s df:l:lt. aﬁd equity.'” The Company staics that the Infrastructure Agreement was a private

ﬁun11-a::t prescribing the terms of the parties’ agresment, including a schedule for refund of funds

| advanced, and (he fact that it was backed by letters of credit does not alter its characier in that

"™ i al 17-18. : '
1 o, Wr At 23, citing to, 2.z, Wehster Lifp. o v Byrmes, 207 Cal 630, 637 (Cal. 1925} (analogous California starute]
{“The right of contract is by the stature abridged to 2 certain extenl and na reason exisis for making an applization of the
statuie nod plainly warranied by the langeage emploved inn i), and Wi, 3o: Gas Ca v, Pub Sery, Comm'n, 57 Wis, d
643, 648 (Wis. 1973) (reasoning that similar Wisconsin statute should be “reasonably consttued and [not applied] to
tranzactions not clearly covered™ by statutory langnage)} (intermal quotation marks omiied).
8 Co. B at 23, oiting s Wilderness World, Ine. v Dep't of Revenue, 182 Aviz. 196, 199 (Ariz, 1995) ¢ “whert general
wonds fallow the enumeration of particular classes of persons or things, the g_meral words should be construed as
dﬁphmblg anly w0 persons or things of the same general nature or class of those coumsmed, “}

Co. Br. al 23, '
T o Reply Broat 1.
125 Coencil Br. at 5, citing to L18, v Austin 452 F.2d 724, 736 I{l[l-h' Cir. 1072) (citing Keller v. Cify of Scrantom, 49 A,

781,782 {1901} and 'h,'gj_mn v, Wilsow, 264 P, 679, 532 {1928) for the proposition that the tevm “evidence of indebledness

is nat fimited to a promissory nele or other simple acknowledgement of a debt owing and iz held to include all
contrachial obligations to pa} in the futere for unnmdcr&uon presenlly rec-&:i.ff:d ™y, Councii Re:plv Br. at 4-3.
" Ca. Br.ati2.. : :
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rcg&rd.”ﬂ The C(:rmpa_n}- asserls thal the Cuuuc.il app_ﬁars 1 be .rel‘ying on 2 barel}mies._ argument that
the Infrastrocture Agmm:ﬁcnt is “evidence of indebtedness” merely be-:ause'il_ Ereatas. contractual
payment {}Bligations that. extend mote then one year inio the future, and thal such simplistie logic
would amount to & rcqﬁir&mam that any routine contractual arrangement exlending over one year,
whether it be for cleaning services, computer software, or dovument support services, be docketed
and presented to this Commisston for approval. ™

The Coumeil argues thal the Inlrastructure Agreement constituies evidence of indebtedness
beeause Arizona-American’s aundited financial statements list advances in aid of construction
{(“AIAC™), together with procesds from debt igsnances, net horrowings frum noles, and capi lai
contiibutions under the heading “'Cash flows from financing activities,” and that the Siaff Report in
the Company’s recent financing application docket considered AIAC in its calculation of short-term
and long-term debt."” The Council’s argument is misguided on this poinl. While the Staff Report _'
the Council cited did include AIAC in the analysis of the Company’s capital stracture, ALAC was
not included in the celculation of debt, '+ |
The Company argues that the doctrine of equitable es'mpp;l precludes treating the

=134

Infrastruciure Agreement ag “cvidence of indebtedness. Arizona-American conlends that it was

perfectly reasonable for it to refy on the Commission’s past practice of nol requiting prior approval

| for this tvpe of agreement, as well as on the Commmnission’s past Decisions declining to approve or

' o, Reply Broat 11.
"rd ar1l-1z
I Couneil Reply Br. at 5, ¢iting to the Staft Ke gport in Docket No, %'5-01303A-00:0407 at 3.
131 Clapitad Servictare inclusive of AIAC and CIAC )
The Company's acwal capital siructure a7 December 31, 2008, Inclusive of advances-im-aid-of-
gonstruction (YA1AC™) and net contributions-ip-aid-cl-consraction’ {“CLAC™), modified w0 reflect
issuance of the aforsmentioned §52.3 million WIFA loan, resulls in a pro forme capital structure
consisting of 3.8 percent short-term debr, 28.1 percent long-term debt, 23.1 percent eguily, 28.5
" percent ALAC and 11.3 percent CLAC (Schedule JCM-I, Column [A]. lines 28-38}, .
Staff Repott in Docket Mo, WS-01303A-09-0407 at 3 (footnats omittad). _
e, Broat 25, citing to Falencia Energy v. Arizona Dep't of Revenxe 191 Ariz, 565, 567-77 (Ariz. 1598), the
Company argees thet equitsble estoppel applies where three elements are present: (1) 2 party engages in acls
inconsistent with a position i later adopts, (2) reasonable reliance by the other party, and (3} injury to the laticr rosuiting
from the formers repudiation of its prior conduct,  The Company forther arpues that equitable extoppel may be
maintined against a governmental entity az long as its appifcation “will nor substantially and adversely affect the

exercise of povernmental powers,” ciling to Fafencin at 376-78.

2% . DECISIONNO.
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disapprove the Infrastructure Agreement, and states that Arizona-American in fact thd so rely.?*
The Company states that it would sutfcr substantial injury if the Cnmmission.w;re now to decide
that the refund j}ﬂ}ﬂn ents should be excluded [rom rate bass due to Jack of prior approval, and argues
that such a determination would be incyuitable. ' '

Stﬂf’f_‘ states Lhat ARS8, § 40-301(A) regquires public service corporations to seek jitor
[_":omrﬁissinn approval before issuing sincks, hnnd?;._ aotes or other evidence of iﬁdebiedness, and that
the Couneil is attempting to shoehun the [nfrasiructure Agreement into the category of “evidence of
indebtedness,” but that the attempt does not work: Y Staff arpucs that while headings are not ]mru,’33 _
the ti_ﬂe of A RS, § 40-301, “Issuance of stocks .und bonds; authorized purposes,” indicates the types
of instruments the Arizona Lz:gislmuré'intend-éd 1o be govemned by the EI-ICI-ViSiDI].;Iw Staff states that
the Infrastruciure Agreement is not a stock or bond, bui an agreeméni that provides terms and -
conditions af scrvice, as well as refind obl.'tgaticm_”“ Stall d.ues not believe that the Agreemeﬁt and
assncia.tgd agreements constilute “evidence of indeﬁtadness.“m-l- Statt ﬁl..EH:} points cut that while the
li.'numﬂ wotild use the Company's failure to obtain Commission approval under AR.S. &8 40-301 to
383 10 permanently exclude the full amounst of the refund payments from mﬁ: base, the Councit fails
10 explain how il veconciles this posilion with the far:“t. that the Company sought Commission
apll::;"m'a! on several occasions but was unsuccessful in obtaining 1.7 S(il argues that laking the
Coungil’s interpretation of ARS. 85 4U—§Dl 1o 303 to itg logical .cuncius:imn wu_ulti me.ﬁ'n that any

contract that a utility enters inlo that requires the payment of money over a term would require prior

 Commission approval,' Staff agreés with the Company’s observation that if the Commission were
1o adopt the Cmméi]’s interpretation of A.R.S. §§ 40-201 to 303, then nearly em;er}r exigting main

extension and line extension agreement in the State of Arizona would become tnvalid, and the

' Cu. Br.oat 25.

|56 Irn .

" Sraff Broar 14 3

', referring 1o ARS, 6 1-212

I Staff Br. at 14.° ' _
" Staff Br_at |4; Statt Reply Br. at 5.
" Staff Reply 1r. et 3. -

| ME Ir

M ookt Br_ut 14-15.

—————— - [P —
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Commissien wonld be inundated with agrecments that could potentially qualify as “other evidences
of indcbtcdne&s."'m"

RUCO statcs that whether the Infrastructure Apregment is an cvidence of indebtedness is
academic al this ﬁbint., and that the “right and fair thing” is 10 allow the Company to recover the
refunds it made.'?

We agree with Staff that the Infrastructure Agreement is not a stock or bond, but an
ﬁgrar::ment that provides terins and conditions of service, as well as refund obligations, and that its
approval under ARS8, §§ 40-301 1o 303 wag not necessary. As the Company stales, agreements
such as the Inlrastructure Agreement are ot d{:sfgnéd for the pnposc of building up the utility’s
general and permanent capital struciure like an issuance of stock, but rather serve the specific and -
limited purpose of placing ihe risks of dcvelupmaﬂl on the developer mther than the public wiility, as

the Infrastructure Agrecment did in this case. We ind that it was reasonable for Arizona-American

not to seek approval under ARS8, §§ 40-301 10303 in reltance on the Cominission®s past praclice of

'not requiring prior approval under that statute for this type of agreement, as well as on the

Commission’s past Decisions declining to approve or disapprove the Infrastricture Agreement. We -

are not persuvaded by the Council’s arguments that the Company’s 2007 and 2008 repavment ol
advances te Pulte pursuant to the Infrastmé‘rur& Agreement should be excluded from rate base and
receive no raicmaking recognition because the Infrastructure Agrecment constiiules “evidenee of
indebtedness™ and is void bu:cﬁuse the Company failéd 1o obtain Commission approval thereof

pursuant to ARS. 4§ 40-301 to 3G3.

b AAC R14-2-406

The Council argues that if the Infrasiructure Agreement s pot “evidence of indebtedness”
that it is a main extenston agreement as contemplated by A.AC. R14-2-406, Based on the fact thai
the Company &id not obtain Commission approval of the Infrastructure Agreement pursuant to

A4 C. R14-2-406, the Council requests that the Company’s 2007 and 2008 repaymeni of advances

1% Siaff Reply Br. uf 6.
WRUCCBr at4l,
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toraling $23,294.422 by Arizoha-American 10 Pulie pursiam? to the Infrastructure Agrecment be
cxcluded from ratc base and receive no ratemaking recopnition.
The Commission has on multiple cecasions had requests for approval of the Infrastructure

Aprcement, but has deelined to approve or dizapprove it. The Company argues that in fairness, the

Commission’s determination that approval was not required cannot now serve as a basis for

disallowing the Pulte refund payments.’*" The Company further argues that even assuming, for the
sake of argument, that approval of the Infrastracture Agreement should have been obtained under
AAL .‘R] 424036, that failure 1o obtain approval would not provide a basis for excluding ihe refund
payments [rom rate base. The Company slales that the mam extension l‘LlIt—;’s.. spectfic remedy for
failing 10 obtain necessary approval is that the refundable advance shall be imunediately chie and

payablc to the person making the advance, a condition that has alrcady been mot in this case, as the

3 | Company has satistied its repayment obligations to Pulte.'

RUCO states that the Inlrastruciure Agrt:t:ﬁmnt does not meet the requirg:rﬁf:nts for a maﬁl
extension agreemént, and for the reasons thé Commission provided in Decision No. 64897, does not
require Commission approval under A.AC. R14-2-406 "

Staff si_:;.tes that the Commission has treated the Infrastructure Apteement somewhat like a
maiﬁ exlension agreement, by treating the priot refund payments as ATAC, but that the Commission
has never &ppmv&:ii the Infrastructure Agreement, even though the Company has Sﬂﬁght approval,

Stall argues that equiable considerations strongly w;eigh againsi the Corumission taking the harsh

—_————— P —_—————

“Cu Br. 1l 25; Cu. Reply Br al 12-13. .
¥ Ca Fr. at 26; Co. Replv Br. at 13, R14-2-406 (M) provides as iullws
M. Ali agreements under this rule shall be filed with and approved by the Uitilities Division af the Cammission. No
" agreement shall be approved unless accompanied hy a Certificate of Approval o Construct as issued by the Arizona
Department of Health Svrvices. Where apreemems for matn extensions are not filed and approved by tha Lilities
Davisiom, Lhe r2fundable advance shall be immediately due and pa}'able 1o the person making the advan-:e

" R1ICO Reply Br, at 16; RUCO Br. gt 37-440, ¢iting the fallowing:

There are other pepsons for declining to approve the Infrasfroctem: Agmcm:nt in thiz prﬁcmdmg St points out that the
Agresment 15 & privale cuntenel hetween e Compunies and 4 Lhird porty developer, thal cofitaing “aaequal refunding steuctuores,

cost caps, prionty services, ond penalties™ that may. be inconsistent with the Commission’s standards {StafT Repant at 30

Azcording 1o 51aff, the Infrastruciure A prefment does not reqinte the Commission s apprivval angd, by noé roaking & de‘terminatiun
regording the- Agreement, the Commission 'prmcu_is m riphld Lo 5t rah:f-. and comdiliong 1t deems necessary to prowect the public
inteezst” e, - :
Drovision Mo G4E97 o f.

" Staff Br: at 15.
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action proposed by the Council, and recommends that the proposal be disregarded. 130 Stufl explaing

that under the Commission’s main extension rules, if a utihty docs not obtain Commission approval

N of & main exlension agreement, the remedy is fo require the uiility o refund all of the meney

advanced, and that the main exiension rules do not require the disallowance of plant.'"”' Staff's”
position is that the plant has been found to be used snd useful, and Stail believes it would be
inequitable now to penalize the C uﬁ1pﬂnjr as the Council suggests for not obtaining approval of the
Agreement, when it had sought such approval on several nccasions. ™

The Council acknowleﬂged- in its Closing Bﬁef that A.A.C. R14-2-406 requires advances
made under ﬁe provisions of an unappm.ved agreemenl to be refunded.”™ The Council did not
respond 10 1ts Reply Brief to the arguments presented by the Company, RUCC and Staff reparding
the effects o A.A.C. R14-2-406 on the Infrastructure Agfeefnent,-

 As Staff points oul, Arizona-American (or its predecessor) sought approval of the
Infrastructare Apreement and  various associated agreemenis scvc.ral times, but because the
agreements went well beyond the typical main extension agreement, the Commission did not
aﬁpmvc what amounted to privale agreeruents between the parties. The Company has refurided all
the advances under the Infrastructure Agrecment, which is the remedy ﬁmvided undﬁr AAC Rl4-
2-406 for failure to obtain approval of a main extension agreement. We find thal the fact that the
Company did not obtain approval ;:-f the Infrastructure Agreement pursuant 1o A A C. R14-2-416
does not provide a valid basis for excluding the refund payments from rate base.
c. Eecasonableness of the Refund Payments

In the alternative 1o its arguments under A R.S. §§ 40-301 to 303 A.A.C. and R14-2-406; (he
Cuunuil- arpues that any portion of ﬁe dispuled refund payments that has nit been shown by
Arizona-American to be reascsna;blf: and proper should be permanently exchuded from rate base and

denied any rate base recognition.”

5 14 ; Statff Reply Br. at 6,

A" Staff Br. at 15.

[ ] f-‘f
2 Covncil Br. at 36,
' Councit Reply Br. at 7.

' 047
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In respomse to the concern expressed by several parties that there is a degree o unfairness in

[2

asking Anthem rezsidents 1o bear the full amount of the balloon payment in tales dl this time, $lafl
siates that if there is any issuc presented regarding the balloon payment, it Is one of
reasonableness. > Staflf states that it is mindful of the evidence in the tecord that suggesls thal an
agTeement to .refl.md the entire advance o Pulic may not have been typcal of main exlension
agreements entered imo at that time,”™ and other evidence that suggests that the Anthem build-out

=N

oceurred much sooner than expected. ™ Staff states that should the Commission desire to balance

the eguiiies and interesis of the ralepayvers and stockholders, the Commission conld give some

= |-s} =1 o LA

40 recogmion 10 those [acts in the record which question the reasonableness of the original build-out
1 projecrions and the Agreement itsell I3%
17 The Counctl stulcs that evidence introduced in the two latest hearings involving Anthem

3 suguest that the Company was awarc that the sceelerated build-out of the Anthem cormmunity ten

4 vears ahcad of schedule could requite the balloon payment o become due in 2007, with payment

s showing up in the ﬂomﬁany’s rates years in advance of Lhe dates indicated 10 the C'ommission in the
| i 1998 CC&N proceedings; '™ and that the Company was aware that Citicens® agreement to refimd
| 100 percent of developer-funded development costs apparently deviated from the usual practice of

17 :
12 dovelopers to include approximately 50 percent of development costs in home prices.'™

19 ‘ The Company disagrees with the Council’s allepation that it agreed to retund 100 percent of

" developer advances for the Anthem infrastructire; Rather, the Company asserts, the total amount ol

rcimbursement 1o Pulte approximates only _?l' percent of Pulte™ tolal investment in the - Anthem
water and wastewater wifrastructure and when interest is factored in, the amount of reimbursement
drops to only approximalely 33 percent. 11

‘The Company conteuds thal # was notl untesscnable, imprudend o improper for Citizens and

25 | 1 Stalt Br. at 16, :
% 14, citing 1o Exhibit 8-2,
" 6 5T Sinff Br, at 16, citing to Lixhibit S1.
5 F S1afT Br. at 16; Stall Reply Be.at 7-5.
= Counctl Br. &l 6, citing to Fxh. S-1 at 2 and Exh. 5-2.
4 Couneil Br. a1 & L citing o Fxh. 8«1 at 2,
. 1" Co. Reply Br. ar 14, cjting to Mhase | Fr. a1t 413, [Jocket No. WE-D1303A- 0641403 Iv. at 983-84 {ltstuncrny of Pulte”
2_3 witness Damel Chrlsto]}her Woard), Te, at 1118 {Wstimony of Paul Tuwmln}, and E-'.!{h]btl. F ?
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Aﬁzu.na-hmeri;:an 1o rely on the Commission’s Decisions declining to approve or disapprove the
Infrastricture Agreement, and proceed 1o make I‘Eﬁ.'ll'ld.pa}"mﬂnt‘i.lﬂ The Council asserts that the
facts do not supperl Arizona-American’s claim ihat eyuilable estoppel applies.'®  The Council
atpucs that assmning, arguendg, thal the estoppel doctrine applies in this instance,'™ Arizona-
Amenican cannol claim that it made the refunds in reagenable reliance on the Commission™s words
or aclions, becauss the attempts to obtain Commission approval of ﬁe Infrastructure Agreement
indicate the existence of a belief that Commission approval was necessary, and Arizona-American
knew that the Commission had never approved the Infrastructure Agreement.!® The Council aéserts
that Arizona-American knew there was a possibility that the Commission would not allow
ralemaking recognition of the refunds, citing to language in the Fourth Amendmant siating that
“|iJhe ACC’s decision regarding rate treatment for any amounts refunded pursuani {o the pﬂ:‘;r'il:!llﬁ
agreement op ather amounts meluded in this Fourth Amendment shall not affect the terms in this
Fuurth Amendment.™'% The Council further asserts ‘that Arizona-American knew that the .
Commission had left the status of the reasonableness of the Infrastructure Agreement refund
provisions as an Open guesiion in Arizona-American’s last rate case involving the Anthem
districts. " '|'he Coungi) takes the position that “if vwould be unfair and against the public interest to
requite Anthem residents o shoulder the binden of AAWC s imprudent decision fo enter into a
questionable finaneing arrangement and o pay the Disputed Refund Payments parti.::ularly, where
the Commission’s previously expressed discomfort with the Infrastrueture Agrecment provided
adequate advance notice to AAWC that the Misputed Refund Payments were vulnerable to the

prospect of disallowance in AAWC s future rate cases.™

' Co. Br. at 25, fp 123,
"% Council Reply Br. at 8.
*®" Council Reply Br. a1 7-8, referring to the elements of equitshle estoppel listed hy the Clompany in its Closing Hrief at
25, fn 122 whars the Ln:-mpan}f argues that equitable estoppel applies where three elements are present: {1) & party
engages in actt ifconsistent with a position it later ad upts {21 reasonable reliance by the other paty, and (3) Injury W the
lattzr resulting frem the former’s repudiation of ite prier conduct.  Vafenciz Energy at 567-77. The Cumpany further
drkues thal equifable estoppel may be maintained against a goverpmental entity as Jong as its application “will not
5ubstamially and adversely affect the exercise of guvernmental powers,” ciling to Valencia Enerey af 576-78,

* Council Reply Br. at &, citing to Phasce 1 Tr. ai 377-78. -
14k Cuunml Reply Br. an 8, citing to Phase 1 Tr. at 354,

* Council Reply Br. at 8, citing to Phase T Tr. at 3531, 284-82, 283-86.
8 Council Reply Br. at §. ..

72 04'?
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"The Cﬂmﬁamy asserts (hat the refund payments provided for in the fnfrastructure Agreemeni

are reasonable, and that there is no cvidence lo suggest lhat the plant 15 not 1:+1'1.1-:lent.ltig Arizona~

American contends that the Pulte refund payments, which represent its reasonable investment in

M0 The Company states that the Anthem

used and useful plant, should be atlowed in rale base.
SYSIEm was.an EXPENRIVE ONE o ‘huild, serving a unique community located in a relatively less
populatr:r:] area well to the north of Phoenix.!™! The Company points to the fact that both RUCO and
Staff rcccngmzr: that all the plant is used- and useful, and that iis mﬁasu'uumre costs are a legitimate
COst u::-f service that should be recovered,'™

| -RUCO -believes that by baving allowed the Company o recover ehgﬂ:ule rcfunds . in past

Decisions, the Commission has sent the message that the Commission approves of the Lompan}"s

: . . . . 175
recovery ul the refunds, and it would therefore be unfair to deny recovery of the refunds now.

'RUCO states that there is no evidence in the record questioning the reasonableness of the repayment
Lamounts; and nothing in the record alleging that the assets built by the Pulie funds are not used and
useful '™ RUCO conlends that for the Commission to change ils direction on the recovery of

re[unds, some of which it has already allowed, would be unfair as a matter of equity.’ ™

"l Analysis

In Decision No. 73072, we stated that pur determination in thal case was not intended to

| have any beating on our determination in any subsequent case filed by the Company for the Anthem

districls fegafding the reasonableness of the Company’s agreement to refund (o Pulte a.lmnﬁs{_all of

the costs required to construct Anthem’s infrastructure.”’® In that case, the Council recomimended

hat in order 1o lossen the rate impacts of the remaining Pulte payments, the Company be required o

file its next rate case for the districts prior 10 refunding the last 25 percent of the reduced true-up -

—m i

" Ca. Reply Br. at 14,

Y :

171 Jrﬂ;

|T* fﬂr_

" RUCO Broat 41,

i RLTILD Reply Br. at Lo,
B

"% Precision No, 73072 L 43,
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payment that the Company had negotiated with Pu]t_e it the Fourth Amendment.!” Decision No.
73072 adupte:d the Council’s suggestion, and the Company has complied with the Decision,

The Cnuncil now urges that any portion of the disputed refund payments that has not been
shown by Arizona-American to be reasongble und proper should be peﬁnﬂnentl}f excluded from rate
base and denied any rate base recognition. I-Ioﬁ'ever, we ¢can find no evidence in the record of this
procesding that the refund payments, which paid for infrastructure that is used and useful and
necessary in Lhe provision of service 1o the disincls, were nol reasonable and proper. No pariy
cisputed the lact that the Anthem sysicm was an expensive oncto build, that all the plant is uscd and
useful, and that the inii*asuuc;ture costs are a legitimate cost of service. No party disputed the
evidence that Anzong-American refunded to Pulte approximalely 71 percent of Pulic’s 1otal
investment in the Anthem water and wastewater infrastructure and that when interest 18 factored in,
the amount of reimbursement draps to only approximately 55 percent.

In Decision No. 94897, the Cominission recognized that the Infrastrnctore Apreement
contamed unequal refunding structures, cost caps, priovity services, and penalﬁeé that may be

inconsistent with the Commission’s standards ™

While there was significant dispute in this
proceeding regarding whether the Infrastructure Agreement required Commission approval, no party
haz demonstrated (hat any elements of the Infrastructure Agreement which led the Commission to
decline to approve it on several OCeasions were actually, in practice, untcasonable or improper.

The record evidence does noi support a disallowancs of Anizona-Amcrican’s prudently made

equity investments in the infrastructure reguired to provide reasonable and adequate water and

wastewater utility service 1o the Anthem districts. In mnfo_rm%mce with the fundamental ratemaking

principle that a public wtility must be allowed an opportunity to carn a rcasonable retuen on its
prudent investments, the equity investment that the Company made in the Anthem districts’
infrastructure in the fJorm of advance refunds will be allowed in Tate hase.

" Howewer, lhe public interest ISqUites us -10 consider the risk—sh:ifling atfects of the

¥ #ee Decision No. 70372 at 40, citing to the Council's sugges!mn in its R.q_‘ri} Brief.
2 De-:]sum Mo, 4887 at 6.
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infrastruclure agrecment, which has resulied in the Company shifting to ra'tcpaycrs the risks related

to'the costs of the infrastructure agreement and the timing of the balloon i;:ayments. This risk-

shifting justifies a lower cost ol capital, as discussed in the cost of capilal section of this Order.

4, Proposed :‘];-'hase-In” Plans
a. Council’s Phasa.-ln Proposals
The Council wrges that if the refund payments ave recognized, that a phase-in plan should be
adopted in regard to the water. and wastewarer plant associated with the 2007 and 2008 Pulte
réfunds.'w ﬁlf: .C,mmcil.argues that a phase-in plan is appropriate considering the corntroversy

sutrounding the relund payments, the need o mitigate rate shock for Anthem ratepayers, and

[

because Arizona-American benefitted from the interest-free usc of the plant financed with AIAC for

maty years. '8

_ Under the Council’s proposed “ratable plant trans(er plan,” water and wastewaler plant and

related accumulated depreciation associated with the 2007 gnd 2008 Pulie refimds would be

removed from plant in service for purposes of 'ratamﬁking in this proceeding.® The Company

2 Ihe net

wﬂuld be required 1o tile future rate cases 10 recover the transferred amounts i rates.'
piant would be “parked” or deferred as plant held for future usc and then transferved into plant in

service ratably over the five year period of 2008 through 2013, with the transfer of 40 percent or §8

million of the aggregatc 2007 and 2008 Pulte retunds to plani in 2010, r:_oncaivalﬁly allowing the-

Company 0 urn 4 fa:h_.m:t on (bt portion of the 2007 and 2008 Pulte relunds by the year 2012,

{lcpendiﬁg ON Tdle case LIming, 83 Under the raLable plunl transfer plan, 80 percent or $16 million of

the aggregate 2007 and 2008 vefunds wc-uld become ehgthle for ratemakmg recugmtmn by thE end

of 2012, thereby enabling the C‘ompan} to be earning a return on the bulk of the 2007 and EﬂﬂH

Pults refunds by the vear 2014, depending on rate case 1:11'1‘111'1g.‘EM The Council explains that the

_“ Coungi] Br, at ?; Council Reply Br, at -9,
"Cc:un-:tl Reply Br.at 13,
¥ Council Br. al 9.
** Diiret Testimony of Couneil witness Dan Meidlingar Exh, ﬂnﬂwm 1; Exh. A-45 3033, _
"' Council Br. at 9, citing 1o Direct Testimony of Council witness Den Neidlitger (Exh. Anthem-1} at 4; Surrebuwaal
Tastimony of Couneil wilness Dan Tkejd]mger {Eu_h J\nlhemﬂ} a3, .
"™ Couneil Br. at o .
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2010 Pulie refund would be accorded the same treatment under the plan, but transferred to plant in-
service over the five year pén’nd of 2(H 1 .through 20135, and that depreciation on all the refunds
would be staved as reclassified o plant in service.”® The Council explained ihat for accounting
purposes, since the AIAC was used to fund infrastructure recorded in ﬁany separate plant accounts,
il believes (he most efficient accounting would be the establishmenl of two contra control plani
accounts: one for gross uﬁlit}r plant and ane for sccumulated depreciation, and that. ihe offsefiing
entries for both gross plant and accumulated depreciation would be recorded in separate plant held

for future use accounts.'®®  Accumulated depreciation would be based on overall accumulated

deﬁ-aciatima. percentages al December 31, 2008, ar 14.93 pereent for water plant and 17.38 percent

[or waslewalcr |:||'L1.1'|.L_E'5.'J | | .
The Company believes that the Council’s phase-in proposal would be subject to Accounting

Standards Codification [“ASC™) 980-340 (formerily Statement of Financial Accounting Standards

(“SFAS™) 92} pranzﬁning to Phase-In Plans and ASC 980-260 (formerly 5FAS 80) pertaining te

: Plant Disallowances,’™ and that in accordance with those accounting guidelines, the phase-in

proposal would require a substantial wiite off of the plant, resulting in severe financial consequences

tor the Company. 8%

The Couneil dizsagrees. The Council argues that because under Mr. Neidlinger's plan
Arizona-American can eveniually rr::cc:‘;fcr all the costs of the Anthem plant assoclated with the 2007
and 2008 refunds;; it is not probable that part of the ﬁost of the plant will be disallowed for -
rateinaking purposes, and therefore the Company’s asserted SFAS 90 concerns.de not apply."™ The
Council’s witness Mr. Amdt testified to his belief that SFAS 92 1s pot an impediment 1o the .
Commission’s adoption of Mr. Neidlinger's ratable transfer plan, and that SFAS 90 does not address

191

rchunds relating to prior AIACs, In the opiniont of the Council’s witncss, because Arizona-

s ———

S Coumeil Br. at Y, citing to Direct I 'estimony of Council wimess Dan Neidlinger (kxh. Anthem-]} ard,

1% Couneil Br. st 9.

W7 rd ar - 10, citing tn THrect Testimony of Council withczs Dan Meidlinger {Exh. Pmth{:m E] ﬂt 4-5,

* pedacted Testimony of Company witness James Jenking (Exh. A-43) #i 1, 3,

" Bhase "I az 18,

"™ Council Reply Br. at 4, : '

181 Cu Br. al 11, citing to Dirvet Tcsumum nf Cuunul wilngss Michael L. Amdt (Exh. Anthem 13yat6, 7-8.-
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| ‘disailowed’ the 2008 $20.2 milhon refund payment o Pulte Homes, nor -would _lﬁﬁ_piﬁnt be
}characterized as ‘abandoned.”™” Mr. Neidlinger testified thai SFAS 92 is not applicable in this

] ——on — 1
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Aracrican has not ahandonced any wailer or wastowater plant 1 this case, and Mr., Neid'lingér’s
ratable plant transfer proposal does not contemplate or require a disallowance of utility plant, SFAS
90 does not apply.'™ Mr. Amdt also opined that for purposes of the American Water’s mnsolida‘cﬁ
[inancial statements, any adjustment that Arizona-American elected ﬁs a resull of a phase-in plan
could be Suppol‘téd by diselosure notes explaining the Commission’s adoption of the raiablc transler

plan, and that *{i}f pmper[j reported, the notes would notl suggest that the Commission had

e heuuus_e ihe ilel'JE}U..l;Jl L:;f ‘plant involved is not matetial Lo Américan Water’s consolidated plant
balunce. '™
The Council states that as an ﬂltcmaﬂﬁ: to its proposed ratahle plant. transfer plan, the:
Commission (:-::rqld allow Arizona-Amencan o include the full amount of the 2008 refund in rale
base, butl order a phaze-in of recognition of the rate of return on it, beginning with this case.'"™ The
Council argucs that this approach woulrc_i allow the Company to realize an immediate rolurm on its
Anthem plant investments while recdgn_izing that it has henefitted fTom the intercst-frec use of plant
ﬂn_;mce:d ﬁ’iﬂl AlAC fpr 1.11;11]35 years,' ™ |
| b. Company’s Response
. The (Zfr.}mpany npposes both the Council’s pha:-:&:a_:in moposals.  Inorepard o the altérnate
proposal, the Company contends that the Council’s argument that the Company ‘has enjoyed
“interest free use of lhe-_ plant financed with ATAC for many ycars’_" ignores the faet that the usé of
_&I_ﬂ.u.C o fund.lhc plani las allowed the Anthem cominunity to cnjéy interest-free nse of this plant

since 1098 without full recognition of the used and useful plant in rate hase,'®’

In regard 1o the Councii’s proposed r'axa_bi'e. piant iransfer .plan, the Company’s withess Mr.

"? Direct Teatimoty of Council witness “Uhch:rel .. Amdt (Exh. Anthem-13) at 9.
#itd al9-10.

e " Phasc 1 Tr. al 846-45.
* Council Br.oat [2.

|y 1

"o, Reply F:lr at %

72047 | :
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Jamus ,Jcniains, who 15 1he Cﬂmpan}"s Vice President, Finance for Amcrican ‘;R"at::r’s: Westorn
Drivizion, testified lﬁat he is not aware of a phase-in plan of the type proposed by the Couneil being
approved by a;|11}' Commission in any slate in which Ametican Water's affiliates operate.'”®  As
stated abﬂvc; the Company believes that the Council's phase-1n proposal would be subject to ASC
980-340 (formerly SFAS 92} pertaining to Phase-In Plans and ASC 980-36G (formerly SFAS 50)
pertaining to Plant Disallowances,'” and that in accordance with those accounting guidelines, the
phase-in proposal would require a substantial write off of the plant, and would result in SeVETe
financial consequences for the Cqmpany.m |

The Company contends that the testimony of the Council’s witness Mr. Neidlinger on the
accounting implications of the Council’s phase-in ﬁlan WS not E-TE;diblE, because as Mr. Neidlinger
conceded, he haa no direct expericnce in applying FAS 92, hes not addressed the issue in .th-:. role of

an audilor, and has never advised any public utilities with regard to the application ol FAS 922" n

" regard to the testimony of the Council’s witnesses Mr. Arndt on the accounting implications of the

Council’s phase-in plap, the Company coutends that his testimony was also not credible, becanse
despite the clear language ol the accouniing puidelines relied upun by the Company’'s witness Mr.
Jenkins,”™ Mr. Amd{ testified that the accounting provisions to do not apply to plant constructed
after 1988, or to water or wastewater wtilities”™ The Cmﬁpany argues that ultimately, however, the
most ielling evidence is that both Mr. Neidlinger and Mr, Arndt conceded that it is the Company that .
woﬁld make the decision reparding 1he accounting trealment of the Cnmmil’s phase-in lzrmn]:mna:a%tl.m¢
The Company states that pult.ing aside the accounting implications of the Couneil’s proposed
phase-in plan, the fhndai:rne:ntal gftect of the plan would be to deny .thle Company a retum on and of

its investment, in violation of the law.® The Company argues that the Council’s phase-in plan does

"® Phase | I'r. at 513-16.

" Redacted Testimony of Company witness Jarmes Jenkins (Exh. A-45yat 1, 5.

% Phase 1 Tr. at 18,

“' Co, Br. at 18, citing 5o Phase 1 Tr. at $82-83. -

M Ca, B, gt 1B, citing to Lxh, A-46 at T 2 (describing application of FAS 9223,

™ Ca Br. at 18, ciling 1o Direct Tﬂbl].[l‘lﬂn}' quuu.uu! wilress Michuel Amdl {Cxh. Anlhcm-]ﬂ al 6-7; Phase 11 Tr. al-
610-15: Exh A-dB.

o Br al 18, citing to Fhase H Tr. at £22-23 apd Phase [ Tr. at 855, -
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no recommend applying any carrying costs and would not make tfle Company whoie.in the present
value sense, and that given the Cutllpaliy"?: ctirrent [Inanciat position, il cannot .agree tor a phase-in of
plant a5 proposed by the Council, or any phusc-in plan that delays its authorized revenue increase.”"
The Cloampany states that any tvpe of phase-in plan would raquire the Corpany to forege revenue on
plant thal the Commission has found to be in raie baze.””’ The Company stales that as RUCO’s

witness testified, phase-in plans ultimately have a detrimental effect on ratepayers, as the Company

is entitted to receive its autherized revenue at a later date, which results in higher rates following the

L ' i
- phase—m."m

_ oL RUCOs Wi I'._hdrawa!. ol 1g A]Lﬂme;eie Phase-In Prapesal

On October 1, 2010, RUCO docketed a Notice of Filing Withdrawal nf Phuﬁc—lr‘; Proposal.
In its C}u_sing Briét‘, RUCE expressad -:Lonc-:ms about the impact on the Anthemn ratepayers that
would result should the Commission allow fyll and immediate recovery of the Pulte refunds, and
had proposcd an alternale phase-in rate design proposal. which would allow for recovery n:-.l' the
refunds m-‘ér a ten year period of IiI].]B.m? Staff, in its Reply Brief, stated that conceptually it did not
have a problem with most aspects of the RUCC proposal, but that in the event the Commission
ducided to adopt it, Staff recommended several changes 2 StalT pointed out several critical issnes
211

RUCO stated in its October 1, 2010 filing that in making its alternale phase-in rate design
proposal, RUCO initially believed it would provide a rate design option that would amclicrate the

impact of the rate increase for Anthem customers, R1UCO explained in its filing that subsequent o

_ ﬁiing its Closing Brief, RUCO invited inleresied parties to go over the relevani numbers, and that

during the course of those meetings, it became apparent w0 RIFCG that due to carrying eosts and

other costs that allow the Company full rcc_::-ve:"y of 1ts revenve reguiremnent, no version of RIJCCO's

™ Co. Br. at 19 ' )
" f, citing Lo Ratg Dresipn Tirect Testimony of RUCH withess Rodney Mﬁnrf: ([.xh F- 13} at 5; Phase 11 Tr. at 728-24)
¥ Cel Broat 19, citing to Phase 11 Tr, af 720230, )
W RUCE Rr. at 45-43, ' _ _
210 Staffﬁeply Rr, at §-9,

.i’zz’ at g9,
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proposal, or modification to it, would actually result in a rate de:sign more beneficial to Anthem
ratepayers than RUCE s stand-alone rate design. RUCO siated that it withdraws its alternate phasc-
in proposal for that réason.

. d. Statt’s Position

Staff does not support the Council’s proposal to phasc-in the refunds to rate base over
time.®? Staff stales that it does not support the proposal because the record is not clear what impamté
it would have on the Company and what accounting treatment it would necessitate. 2" Staff stated
that while the Council disagrees with the Company’s position regarding SFAS 92 perlaining Lo
Phase-In Plans and SFAS 90 pertaining w0 Plami Disallowances, in the end 11 15 oltimatcly ihe |
Company and its anditors that must make the determination, and thorctore, the Council’s Dpiniﬁn
may be ot little ithport in the Iﬁatter,2]4

E. Analysis

[ its Reply Brief, the Council disputes the Company’s claim that severe financiai
consequences would result if the Company elects to write oll the 2007 and 2008 refunds, charging
that the claims are “exaggerated and ursubstantiatcd™ because in 2009, the Compuny recordad
posilive net income; that in 2009, the Company indicated that it had sufficien! revenue {o cover s

cxpected debi service pavments; and because the Company is wholly-owned by the largest im?.est::rru
m#ncd waler and wa st_rcwatc-f utility in the United States.?’® While the Council argues that a phase-in
plan is apprupriate considering the controversy surrounding the refund payments, the need to
mitigate rate shock for Anthem ratepavers, and the fact that Arizona-Amecrican bencfitted from the
interast-free use of the plﬂnt finunced with AIAC for many years, the Council’s argumenis fail o
address hirw the phase-in will allow the Company an opportunity to earn a return on and of its equity
investment in the used and usctul plant necessary to provide reasonable and adequate service to the

Anthem disugcts. The Council’s arguments also fail 1o take into account the lact that the Company’s

22 gtafT Reply Rr. a1 6.
Yy - : :
' Gtaff Reply Lir. at 6-7.
2 Councl Reply Br. at 10,

43 . DECISIONNo. 12047




P |

13

14

13

DGCKET NO. W-H3U3A-09-0343 BT AL

use of AIAC te fund the plani has allowed the Anthem ﬁistriuts o enjoy interest-free usc of the
ALAC-funded used and useiul plant for many years, without full recognition of that plﬁnt 1N Talcs.

As RECO recognized in withdrawing its .u.feli—mmsidcrcd phase-in plan, soch plans
ullématély have a deinmental effect on ratepayers. hecause ralemaking principlés require ﬂ']at
wlilitics receive authorized xcﬁnuc at a laier date. Unless a ulility voluntarily agrees to torceo its
;;ulhnﬁzcd reverues, phase-in plans ultimately result in highér rates following the phase-in, due to
the need for recovery of carrving costs that allow the Company full recovery of its revenue
requirement. The Company has not agreed to forego authorized reverucs in this procceding. After
caré[‘ul consideration, RUCO determined that no version of RUCO"s prﬂﬁﬂsal, or modification 1o it,
wiald actu'fdly.rems]t in a rate df:s_ign more beneficial 1o Anthem ratepayers than RUCOs stand-
alome 1ale design. For the same reasons, we must decline to approve the Council’s phase-in
prn;:.n;u_;'.als.

_ £ Open Mesting Agreement

The Company, the Cnuuci],_RUC.O uﬁd Staff met during a recess from the {pen Meeling 10
discuss possible rusaluﬁﬁn to a phase-in proposal und other issues. The aforementioned parties
ué,rm:d Lo the [ollowng: |

Phase-in:
1)~ Three year phase-in of revenue requircment based on the 2007 and 2008 Pulte refund
paymients Tor both water and wastewater (as sel forth in item 2).

23 As compared to the authorized revenues in the Recommended Opinion and Order,
Anihem Water disirict revenues are reduced by a tolal o' $2.342 nullion as follows:

g.  In201] the revenue requircment is reduced $1.561 million.

b, In 2012 the revenue requirement is reduced $0.781 millien,
e.  In 2013 revenues equal the authorized revenues.
BT here:is no recovery of the carrying cosis associated with the reduced revenues.
4) ‘There is nr Tecovery of the forcgone reduced revenues.
S} . ‘The 2007 and 2008 Pulte refunds are inchuded in rate base in the overall authorized

~ fevenue fequirement in the Recommended Opinion and Order.

72047
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&) The 2012 and 2013 revenue increases associated with the phase-in are implemented -
automatically effective lanuary 1 of each vear without further Commission action.

- Other Matters

N The overall revenue requirement is based on a 6.70 pereent rate of retwn {as per
Maves Proposed Amendment #1)

8) Initiation of Anthem/Agua TFria Deconsolidation proceeding {as per Picice
Amendment & 1)

a. Company to file initial apphication no later than April 11, 2011,

9 The Anthem/Agua Fria Wastewater district winter average residential scwer rate 15
not mmplemented untit June 1, 2012, Prior to June [, 2012, the Compuny's existing
rale design for Lhis laridT shall continue, but be increased based on the percentage
ingrease 1n the gutherized revenue requirement. '

11 Add language to Fxhibit A of Recommended Opinion and Order to reflect, “Each
residential customcr will be billed based on that customer’s average water usage tor
the months ul January, February, amd March.” '

11)  Support Hearing Division Amendment #2.

12)  Thiz will be full and complkle resolution of the 2007 and 2008 Pulie refunds and
there is no need for further Comrnission proceedings on this issue,

13)  As comtemplaed in the Recommended Opinion and Order, the parites agree the new
 rates are effective January 1, 2011, '

14y The Company will immeadiately file supporting schedules.

W find this resolution reasonable and it appropriately balances the interest of ratepayers and
shareholders. We therefore adopt this Agreement.

G. Fair Value Ratec Base Summary

The Company did not prepare ‘schedules showing the elements of Reconstruction Cost New
Rate Base (° ‘RCHD”} 1% and thereby waived a determination of the fair valve of its property vsing
an RCND valuation, Therefore, the Original Cost Raic Base (“OCURB™) aﬁd the Fair Value Rate

Buase (“FVRB™ for the disuicts are the same for purposcs of ﬂ]ig application. Based on the

oe— b —— e
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discussion of rate hase.issues sel forth above, we (nd the FVEB for aach district to be as follows:

Anthem/ : i

Antherm 7| Sun City Agua Fria Sun City Sun City West !
Water Waier Wastewater Waslewaler Wastewaler

$37,249.836 EBIE,ISSSE:S $45,1]E~,_§5‘_%? $1548999? -$18?D‘96,533€

IV, QPERATING INCOME

A Proposcd Test Vear Operating Tncome |

" The parties propose adjusted test year operaling income by district as follows:

: Anthem/ i
Anthem Sun City Agua Fria Sun City Sun City West |
- Water | Water | Wastewater | Wastewater Wastowater |
 Company | - 328,986 | $898210 $67,162 | $(67.374) | $397,48%9 !
' Staff §545,925 | $906,18% |  $210,381 $65,61 5§ $4041,542
: 2 . 1
: RUCO b584,046 | $1,371,776 $16,411 $75,504 | $763.200

E. Tcst Year Revenues

Adjustegbtasl year revenucs were ﬁm: contested, and arc as tollows b} disirict:

| Anthem/ . :
Anthem Sun Cil;}.f Amua Fria sun Crty Sum City West
Waler Water | Wastcwater | Wastewater Waslewater

.“5?;,49?,?'44 9,283,101 $8,637,123 | $5,'94ﬂ,331i $5,56']__T]D

C. Test Year Dpernting Lxpenses

The pa.rt!es propose adjuated test year D]Jt_.l'df.lng cxpenses by district as fDllm". 5!

Anthem/ .
Anthem | Sun Ci‘qs Apua Tria Sun City S Cit}' West
Waier  Water Wastewaler | Waslewater |  Wastewater

Company | $6,963,758 | $8,384,892 | $8,569.840 | $6,008,401 |  $5264,220

Staif £6.946,819 | $8.376.012 | 98,426,742 |  §$5.874.766 $5.257.168

‘RIICO B6,808,685 | $7.911,325 38,620,712 $51?_$_§4J4T? o $4,898,51D_'

The parties were able to resolve many dispuled operaiing expense issucs. lssues remaining

in dispuite aie addressed bolow,
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Pension Expense (All Districts)

By district, the parties® final schedules show the following recommended amounts for tost

YEAr PENSION EXPENSE:

Anthem
Water

Sun Cidy
Water

Anthem/
Avua Fna
Wastewater

Sun City
Wastewater

Sun City Wesl |
Wastewater

$119,955

5269873

$240,306

 Company

. Staff’

$119,955

3269873

3240306

$86,994

$159,930 . -

$64, 196"

$159,031

RUCG

548,320

$115,5%4

$115,351

$38.661

 §75,664

e b o e

187 amount of $958,944.°

*With the correction of a computational error in Staff’s final schedules, StafTs
tecommendation is 386,994,

The Company utilized 2009 ERISA based pension expense amounts, totaling approxamately
$2.05 million, as the most appropriate known and measurable calculation of this Expense itemn 2’
‘[he Company slale.s that its 2009 pension expense is known and measurable and reflects it actual
expense, based on the Company’s minumum contributions required by law.*® The Company asserts
that itz actual pension expense remained high in 2'31[.11 and that the Company expects pension
uxpeﬁsa to contitue to increase in the ncar future, and_. remain at levels near the cuarrent level
t_hf:reaﬂer.m

RUCO states that the Company’s 2009 pension expense amount is abnormally high whether
it is measured under ERISA or FAS 87 accounting method, and recommends ihat Tecovery based on
2009 amounts be denied. ™ RYICO advocates thzﬁ instead of using the 2009 ERISA amount of
pension expense, that the Company’s pension expense be based instead on the 2008 test year FAS

' RUCO asserts that the ERISA method of accounting for pension expense

27 Co. Reply Br. at 15, citing 1o Rebuttal Testimeny of Company witness Thomas Broderick (Exh, A-7) at 1[} anil
Bebuttal Testimony of li"'m'11|:uu'1'_.r witness Miles Kiger (lixh. A-14) at ]4-15.

212 Phage 1 Tr. at 137-3%; Rebuttat Testtmony of Company withess Thomas Broderick (hxh, 4-7) w0 10,

% Co. Broat 27, citing (o Exh. A-23, Lxh. A-3S, provided at the hearing, shows the Company’s projected ERISA hased

m:mmum contribmtions to be as Fllows:

Actuyl 2010 Progected 2011
Cantribution tdinimum i onkribulion

$2 062M - §2.59 | M

Projegiet 202 : Projected 2013
Minirnurn Cooiribptivn . [ Miginowsn Contribgon
$2.794M 52,147

Minirnpm Copihusion |
: 52.034M '

W RUCOBE at 17.
g w14,
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provides for a wide amount of management discretion on how to fund the plan cach year, and that

TFAS 87 provides for funding :étﬁv_:iunts that are consistent with GAAP 2 RUCDH argues 1hat use of .
I'AS 87 accounting for ﬁensir:m EXTETISE 18 appm;jriﬁte because if is (he pension expense accounting
method used b;,-' ﬂxneﬁcan Water. 2

The Company responds Lthat while its management does have some diqt:.reli:}n in rélation.
pension fundma. it does nof have diseretion to {und at levels bclmw the minnnum ERISA bascd
HMGILS. 24 The Company wacts 10 RUCO's recominendation to use of a I"AS 87 based amount of
pension expense, because fnr raternaking purposes, the Cnmpam i5 ERISA based in 1ts accounting
for pension expense.” ‘The Company states that it is not s&:-:kmg to transition to l"f"ub HT acmuntlng _
in thas case, but (hat il the Commission wikshes it to transition 1o FAS 87 as recommended by RUCT,
then il would be necessary for the Commissien o order the Company 10 use FAS 87, and to identify
the spectfic I'AS 87 amount for ratemaking pummes_m The Cnmﬁaﬁ}f explained thal in the event il

is ordered io transition fom FRISA to FAS §7. the Company would request recovery of the

| accumulated difference between FAS 87 bascd and ERISA bascd accounting [or pension cxpense

that is on the Company’s books, snd thal the amounts be amortized over a perod of five years.*

The L‘ﬂrﬁpaﬁ}fs withess noted that because PAS 87 amouﬁt’s have historically cxceeded LRISA
amounts, the ¢ nmpanv has regulatory assets on itz balance sheet in lwo accoumts for the
accumulated amounts by which I'AS E? has exceeded ERI‘EA and that the balances of the two
accmmts as of February 28, 201 f_} were $?46?J-f|-? for Deferred Setvice Company Pension Cost am_j
$1,050,173 for Dafem;.d Pension Cast for Anzona-Amencan uniﬁlﬂyass.zzs |
RﬂCD is opposed Lo amorlization of the regulatory assets that would result from a lransition
from ERISA hﬁséd pension cxpense mwgniii-un o FAS 87 bascd p::-.ns.ionl EXPENSE recueniion

becanse the Campany has not previously requested authority for such a deferral 77

I3 at 16, citing te Phase ! To ar 919, :

2 RUCD Reply Br. at §, citing to.Burrebuttal ‘Vestimony of RUCT) witness Ralph Smith ¢Exh. - 169 at 82
4 Phase I Tr. at 137-38; Rebuttal Tesiimony of Cumpan}f witness Thomas Brodericl {Eah. A7} at 10,

% Co. Rr. at 28, citing to Phase ! Tr. a( 13040,

B9 Co. Iy, at 29, citing to Rebuttal Testimony of Compuny witness Thomas Broderick (Exh. A-7)at ]3

T Co, Br. at 28, citing 10 Rehunal Testimnny of Company witness Thomas Broderick (Exh. A- -1} at 14 [5.
=% Rebottal TEEIL]‘I‘]L‘I!‘I},‘ of Cowmpany W'I.I'!'lEB'i | honnas B{Ddenck {l-_'xh - J'jl al 12. . .
#3* RUCO Br. at 18-20,
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Consistent with Staft's recmmnsﬁded@:atment of pension expense in the Company’s prior
rate case, Stafl proposes ﬁu adjustmerit to the Company’s pension expense request.”" In regard to
RUCO’s recommendation to use FAS é? amounts, Staff expressed concern that a full record -
regarding the costs to transition from ERISA te FAS 87 has not been dﬂ\’ﬂiﬂped,nl |

The dramatic increase in ﬁansiﬂn expense e:-cpériencad by the Commpany is a result of market

forces outside the Company’s control. While RIICO allepes in its Reply Brief that the Company

.designed its pension plan poorly, that the plan has been underfunded for years, and that it is tied to a

market that has been subject to abnormal conditions over the past several years,” RUCO did not
point to any evidence supporting the allegations regarding plan design or underfunding, and

RUC (Y s witness testified that “the really poor market performance in 2008 . | | affected jusr about

Yany kind of investment, ™ We do not disagree with RUCO that the Company’s management has

discretion in relation to ERISA pension funding. However, as the Company states, 1t does not have
iiscretion o fund at levels below the minimom ERISA h_as::d amounts for which 11 is seeking
recovery. As acknowledged by RUCO, the Company changed iis plan fiom a defined-benefit plan
10 a detined-contribution plan begmning January 1, 2006, which KUCO’s witness agreed 15 a

B The pe-nsmn expense recovery requested by the

reasonghble way to provide retirement benefis,
Company 1 this proceeding is based on minimum lunding required by law, and the re-cmd
demonstrates that Cnmpan}fs qualified plan contributions arc projected to annuaﬂ}' rise above 2009
levels through the year 2013 before moving b:;:k to the cwrent expense level in 2014. RUCO's
recommendation that recovery of the Company’s pension expenses be based on 2008 I'AS 87 '
amotnts, which are less than half of the known and measursble 2009 minimum ERISA AMOUNIS
accepted by Staff, would iead 1o under-recovery of a knowh and measurable expense. The 2005

ERISA amounts are known and measurable actual expenses incurred by the Company, and based on

the evidence presented, reflect a reasenable level of expenses.

B0 g1aff Reply Br. at 4.
Btra
=2 RUCOH Reply Br.at 8.
1 Phase [T, at 973,
M RUGCO-Pr. at 16 cmng 1o Ph&se L Te, 1 982,
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We find that the pension expense amounts proposed by the Company and accepted by Staff
are known and measurable. Because they more accurately reflect the Company®s actiral operating
expense on A going-forward basis than the amoums advocated by RUCD, they will be adopted.

2] Normalization of Other Pu&t—Empluymeni Benelit Expenses (Al Districts)

As with pension expense, the Company pmpnsea-; other ﬁﬂst-empln}-mem benetit ("OPER”)
expense based on knows and measurable actial 2000 exprense levels. The Company’s witness
12stified that the larger than typical 22 percent pro forma increase io the test year level of employce
benelfls expense was driven by increased funding obligations due to the severe deterioralion in
financial ma:keis_a.235 As with pension expenses, the Company expects.ﬁP}?H.expanseg to remain at
a higher level in the furure and believes that the adjustmient to reflect actual 2009 OPHER expense [or
1ty empla}h;-:es- and _Sen«'im Compuny emplovess is appmpriﬁtﬂ,m

Instead of the .]:rl"D I‘L:;nna adjustments fﬂ rw::gmz:c known and measurable increases in OFFR
expenses, RUCO proposes adjustmenis normalizing the OPER expense using an average of 2007-
2008 expenses, !"{.:r a reduction of $206_ 761 spread acroas the disrt.ri.cts in this case.” RUCO states
thar it proposed the adjiustmm.m hecause the OPEB expense, like the Company’s pchsion expense,
has been affected by investment market ::-nndilinns, though not as cgn:giuusly.m. RUCO argucs that
ratepayers should not be responsible for unusoally high expenses incwred outside of a tesf vear
I which were the result of unprecedented market cnnch'tinna..m.

Staff did not proposc any similar adjustmems..
The Company states that- the same reasoning that supports tﬁe Company’s pansicm expense
246

lignres aI._'-m support recovery of the Company’s increased cost for OPEB expense.

RUCO's recommendation that recovery of the Company’s UPEB expenses be nommalized -

:: DrirescL Tu,l,lmtmv af Cumpany witness ‘ihn:.ryl Hubbard {Exh. A-163al 15.

& :
7 RUCD Br. al 20-21, cmn,g le Surrebullal T&stlmﬂny of RUCO witness Ralph Smith {Fxh, R-10) at 81-82; RUCO Br.
at 24-Z6, citing to Surrcbutlul Testimony of RUCO witness Ralph Smith {Exk. R-100 at 95; RUCO Br. at 29, citing to
|| Surrebutal Testimony of RUCO winess Ralph Smith (Exh. R- iﬂ) ot 90 (57,206 of RLTCD g proposed adjustmems are
bazed on a three year average of 2006-2008 expenses),

3 RUCO Br. al 20-21, ¢iting to Sumebutal Tastimony of RLCE witness Ralph Sraith (Exh: R- l[}} at 82
“¥ RI3CO Br. at 25.
Mo, Broat 30,
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based on past years, which arc known to be unrepresentative of demonstrated cost levels on a going-

[ ]

forward basis, would lead to under-recovery of a known and measurable expense. While Tt is
lamentable that market conditions have led o the increased costs, the 2009 OPEB amounts are
known and measurable actual expenses incurred by the Company, and based on the evidence

presented, reflect a reasonable level of expenses.

o th e

We find (hat the OPER amounts for ditect employees and Service Company cmployees.
proposed by the Company and accepted by Staff are known and measurable. Becanse they more
accurately reflect the Company’s aciuil operating expense on a poing-forward basis than the
' 0 amounts advocated by RUJCO, they will be adopted.

1] 3. Amnual Incentive Plan (" AIF™ for Service Company Employees

12 ‘The Company’s fcquest includes 70 percent of Arizona-American's Anzona Corporate

i3 [ Alocated ATP management focs expenses paid to the Service Company for the districts in this
"-:xﬁgw&ceadmg

15 RUCC proposes an adjustment that removes 100 percent nf identifiable incentive

16 COMpENsalion expensa included in the 'ma.xw.gement fees the Company paid to the Service Company

|7 | diwing the test year,”™"!

Mr. Hansen believes that management fees bear far greater scrutiny; and

believes incentive bonuses shovld be disajlnwed; and that the Cmﬁmissiﬂn should also review its

.21

18
16 | policy on pensions, 2 RUCOs proposed adjustment would remove a total of $265,853 in test year
24 | wPeTating expenwe% H]'.lrrr..'d[l across the distriels in this case. 23 RUCO siales Lhdl LLs l’ELUIIlIIlLI]l.idUUIl
differs from the 30 percen! disaliowance for AIP compensaltion approved by the Commission in
ey Decision No. 71410 last year and Decision Ne. 68858 (July 28, 2006). RU_CD suppanéd the 30
53 J pereent disallowance in the prior cascs.”™ RUCO now argues that its 100 percent propesed Scrvice
24 Company disallowance in thas case is apﬁrc}priate because the award to the Service Compan;-}
25 |

57 M RICO Br, at 36.
4 Hansen Br. at 3. '
' " RUCC Be. at 28, citing to Surrebuual Tastlmﬂny of RL‘(_ 0w itness Ralph Smith u:xh R-10) at 9%.

28 |3 RUCG Reply Br. at 10.

=3 - . - ————e———
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employces is dependent upon American Water épemting income and corporate ﬁn‘_ahcia] targets, ™
RUCO’s witness testified that in the prior cases disallowing 30 percent, there was n_u'dislinu.tinr-
made between AIP expense for Arizona-American’s employees and the AIP cxpense charged to
Arizona-American by the Service Cﬂﬁmpmmy [or its errlpluuj,rnar.-*:s.y“'r I'HJCﬁ argues thal “Arzona
ratepayeis should not have 1o pa}-'.['r.}r i.ntaniv:: C{}Il;lptﬂSaLiUﬂ ihat is tied [0 American Water Works
corporate -01‘ non-jurisdiciional and non-regulaled income or on non-Arizona - _jﬁﬁsdictinnal
opératimm fgr nqn-ragula’rﬂd operations-based financial achievements ™"

Stiff did not make any adjustment, | | _

The Company opposes RUC(Ys proposal to completely &iéalléw AP qu Service Company
émpluy{-;k-;s.- The Company argues thaf the Commission should not teat AIT' costs for.Sm'vicc
Cump@y emnplovees differently simply because these mnp]ﬁ}fees are employed by & diferent

gnm}-_m

Phe Company states thafc as with ATP for direct cmplujées,' AIP is an important part of
compensation for Ser\;’ice fjumpan}f éanpluye&s;, which mclude many members of the ﬁs.ti'.‘ﬂﬂna;
Amcrican team > Thf; 'CUII'[}‘.IH;H:I;' s ot thal Lhn.:rugh s rclali:ﬁrnship with [hc. Service Company, -
Arizona-American is able 1o take advantage ol expertise and economies ol scale. Y

© Arizona-American is supported nm- only by its own dircer employees, but also by employees
of the Service Company ™' Thc'cvidcm::_c presented does not sui:rpml 4 deviation &u@ past practice
10 disallow 30 percent of ajl Arizona-American’s AlP compensation eXpenses, incllj::iing the Service
Company m_nplo}'eé-re]ated AlP_éoété, In past cases, we have adopted a 30 percerit disallowance of
AIP costs in order 10 account for th:: portion of AI_P based on the l:;’nmpan}"s financial ﬁerfunnance.

We declined lo-disallow 3;11}’ of the remaining ATP expenses because they are closely tied to salary

231

expense.™ We find that the 30 percent disallowanece of all AP cosis coniinues fo provide an.

B RUCO Br. a1 28 and RUUCO Reply Br. at 1d-11, hn'lh ciling 1o SurrLbu[tﬂI Te,sumon}- af RUCD witness Ra]ph Smith
[Exh. B-10% at D6, . ) :
“ gyrrebuttal Testimeny of RUICO Witne‘ﬁ Raiph Smith (Rxh, &- H]"jl at 94,

“RUCO Rr, at 28. )

¥ o0, Reply Br. at 15,

“* pebumnal Testimony Df Lompanv witness Paul !"nwn»ia} (Exh. A-d)al 7.
S g a8,

=g

" Deeision Mo, GE25% at 20-21,
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appropriate balance be"twen;n ratepavers iand shareholders, and it will again be adopted in this case.

4. Madnagement Fees Labor [ﬁxnaﬁse’ (All 'J.Jistrict-ﬁ:]

RUCG proposcs any adjustment rcducing Arizona-American’s rcﬁuastcd labor expense across
the districts by $89,678, which represents a 4 percent March 2009 pay increase for Service Company
cmpln}}'ﬁ:ﬁs.zss ' .

The Company opposes RUCO s aﬂjustmenL siating that its-requested cxpense allowance i.s
based on a known and measurable increase like thzﬁ accepted by RU.C.D and adopted by the
C::rrﬁmissinn in the Company’s prior rate cases and accepted by Staff in this case.™

Arizona- American is s.uppnﬂi:d not enfy by its own direct Eﬁplnyees, hﬁ also hy .emplnyﬁeg
of the Scrvice Company.””” We find that the salary expense proposed by the Company and accepied _
by Staff is based on actual known and iﬁeasurabIe meurred expense. Because it more accurately .
reflects the Cmnp&ﬁ}f’s actual operating expense on a gﬂing—forward basis than the amousat

advocated by RUCKD, it will be adopted.

5, Rate Case Lxpense

The partlies’ proposed allowances for rate case expense, nommalized over three years, are as

—— -

———

I Anthern/ .
Anthem Sun City Agua Fria Son City | Sua City West
Water _Water Wastewater | Wastewater | Wastewater
Company | . $51,98% |  $69,395 $68,439 [ $40277|  §34,3%8
Staff $51.989 |  $69,395 C$68.4391  $40277 $34,388%
RUCO $37486]  $50.982)  $49.260| $29,110|  $24.840

In caleulating its rate case expense, the Company initially inciuded an “estimated

v unrecovered portion of Commission-Approved rate case gxpenses [Tom the lasl rate case™ from itz

prior Anthem Waler district and Anthenv/Agua Fria Wasiewater district rate cases. ™ As Staff stated

£ qurrehutal Testimony of RUCO wilness Ralph Smith (Exh. R- ||:r) at G2 ' '
9 o Reply Br. at i8, citing o i?hase !'ly. at 6524 and Swwrebuerza] Testimony Gf RLCO witiezz Kalph Em:th {f‘ﬂ'l -
10y at 92 )

“* pebuttal Testimony of Lﬁmpﬂny witncss Faul lnvms]ey {Exh. A—4) al 8.

'R Diréet Testimony of Company witness Miles Kiger (Exh A-13)at (0.

?204’?
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in its direct testimany, the Commission has aduopted Staff's recommendations in prier proceedings

57

that rate case expense be normalized mstead of amortized. While amortized - expenses are

permahf:nt accounts that carry over from prior }fcars,_normalizc:d EXpEnses dre operating income
accounts which are closed oul each year and arc noi eligible for consideration in Fulure rale cases.s
As RUCO pu_::r;ints out, Decision No. 69440 (May 1, 2007) did not allow the Company’s sitmilar
request; because it contravencd the alernazking convention of setting rates al & normal recurring, level
250

of expenses. The Compary has subsequently removed those amounts from its proposed .

260

RUICO n_ac-ummends-‘. that the D::_rnpﬂn.}"s ﬁ!lnwe_d rulte case exﬁtmsu IL:L:C.I\-’EI."}" in this case be
limited to an ameownt. similar 1o that allowed in Decision No. 71410, the Company’s previous rate -
case.”® RUCO argues that the costs sought by the Company are unicasonable and not sﬁpporteui by
the Teeord.®®* RIJCO asserts thar the Company should not be’ compensated for the noctual costs
incurved to send out Lhe consolidation notice ordersd prior to Phase 1l of the hearing, because ﬁ-.e
(Company mulri have reduced the mailing expense by including the notice as a bill insert 2 RU:CO
also alleges a “concem ol d.auhle' counting raised by charging for Company and affiliate lubor cost
in rate case expense.™™ - | |

Cither than the removal of the “unrecovered cr:tsts,‘_’ acccpfed by the Cumpanj,f:, S1all pruposed
ne further adjusiments to the Company’s proposed mate case exp__eﬁsé.zas |

_ The Cumpaﬁy .stzi-t:es that the direct acc_n::mﬂ_ing mclthod the Compai]}f uses for Service

Company tabor is cificient and climinates. the possibility of double couniing,?* and points out that .

the scparale maiIing of additional notice mgardi.ng vatc, consolidation was ordered bj the

7 I3irget Testimony of Stalf wimess Gerald Becker (Exh. $-93 at 20-21.

% gee Dirser Testimony of Staff witness Gerald Becker (Txh, 5-9) at 20-21.

2% Dhtect Testimony of RUCO witess Ralph Smith (Exh. R-9) ar 36-37.

0 Rsbuttal Tcstn‘nm‘w of Company. withess Miles Kiger (Exh. A-143 a1 17,

1 Mirest Iestimeny of RUCO witness Ralph Smith (Exh, B-9) at 37; Surrcbuttul Testimony |:|f RLICU wimess Ralph

Smith (Exh, R-10) at 46-47,

*T R1CO Br. ak 32,

wel "1 at 1213
m' ar 13, cm:ngtn Surrebatal szstlmuny of RO we 1T.TIBHH Rd]ph Smilh {Exh. R. I{]} at 44
btarfﬂapl}r He. atd.” )

™ Co. Reply Br. at 17, citing to Phase 1 Tr. at 142
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Commisgiun.?ﬁ?

The hearning m this proceeding was gxtracrdinary, with numercus parlics, numercus

1 witnesses and many issues. It reguired a great deal more time and expense than the prior case o

which RUCO compares it. The normalized amount of rate case expensc proposcd by the Company

and aprecd to by Staff is raasanahle?_sﬂppﬂﬂed by ihe record, and will be allowed.

6, . Non-Account Chemical E:menqe and Fuel and Power P'xrrcnse Adrustmem _
{Suan Cm’ Waier)

In Decistom No. 70351 (May 16, 2008), the must recent rate Decision for the ""u'un Crty Water

digtrict, the Cummissir:rn ordersd the Lﬂmpany to nstitite waler loss reporting and to de-wse: a water
loss reduction plan 1 the Sun City Water district’s water loss was greater than 10 percent at any time
before fls next rate case. Decision No. 70351 was based on 4 2006 test year.

' In this proceeding, $taff found that the Sun City Water district had water loss of 111 percéat
in the test year ™ St recommends that the Company be .required ti1 rediuce water loss in the Sun
City Water district in PWS No. 07-0%% to below 10 percent by December 31, 2010 or beflore it filgs
iLs nexl rate case, CC&N, or financing application, whichever comes first. Staff fhrtjlt:r Tecommends
that the Coﬁpany continue tracking the waler loss for PWS No. 07-099 for three years and submit
the data collected evary six mﬁnths, with ihe [irst water loss tracking report for WS No. 07-09% 10
be filed as a complance item in this docket within 180 days. of this Order. |

Because water loss for the Sun City Water district EXGEE-_[;{EEI 10 percent during the test year,
Statf believes that the cost of purchased power and fuel and a:_hemicalé used to pump and treat water
above the acceptable water lose threshold of 10 perceﬁt does not provide. a benefit to ratepayers:-_zw
Staff recommends that thesc costs tﬁerefme be disallnv-;f:d, and pmimsad .an adjustment decreﬁsing
fuel and power Expﬂﬁse by $19,511, and chemicals expense by $36727 | |

The Company does not object Lo the water loss tracking requirements recommended by Staff,

= Cu. Ruqly Br. at 17; viling t0 page 10 of the Prcrcedurai Drder issued i this docket on March 18, 2{}11}
S Direct Testimeny of Staff witness Dorothy Hains (Exh. S-T) at Exhibil DMH-2, pp E- 9

263 Graff Br, at 6-7.

o Dlhect Teslimony of Statf witness Gerald Becker {Exh. 5-0) at 31-32.
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2 The Company argues that Staffs-

but opposes Staff's rcc.ommended expense disallowance,
recommendation for the reduutinﬁ lo operaling expensas;. [ails 10 Ie'co;gnize the efforts Arizona-
American has undertaken to reduce water loss in all iLs.disu-icts.m The Company states that at the _
t.ime: of the heaﬁﬁg,.the Company had reduced water loss in ihe Sun City Water_disu'im to 831
percent,”” and that il has complied with the requirements of Decision Na. ’F"IUrf"rSI.F‘J'_'Fq The Company
aﬁ-gues thai dug to its efforls, it Shﬂluld nol be penalized by an cxpensc disallowance.”™ |

There 15 no dispule linal ihe Company has uuc_lcrtﬁk::n measares to reduce water loss since
the issuance of Desision Mo, 70351 in 2008, However, the 11.1 percent watcr laay existed duting |
the 2008 test }reﬁr, and the watcr loss pm.blerﬁ had heen ongoing sinee the prioT tesl year of 20k,
during which the Sun City ‘J‘-nf'attr district was already experiencing s water loss of 10 percent, By -
2008, the test year fox this case, instead of comecting the distoct’s Waler 1:-)55,_ the Company had .
allowed it to increase to il.l_ percent. We agree wilh Stafl” that the Sun City Wate.r distriet’s
customers should not be burdéned with fuel and power. and chemical expenses o treat the execss

lost water over 10 percent,  Staff's roporling requirements and expense  disallowance

recommendations are reasonable and will be adopted.

s Bad Debl Expense _
The Comp:my and Stat¥ agrec:d that bad debt expense should be novmalized haseu:l on the

Cc-mpam 3 three vear expf:r]encc * However, Staff dlsagrees with the Company’ s cateulation of

- | bad debt expense, and reeommends that its calculation of allowable expense be adopted instead "

Staff asserts that the Company calculated the bad debt expense based on net write-offs without

giving consideration to the accrued provision®®  Staff argucs that the Company’s pirujmsﬁd B

‘methodology for computing bad debt expense departs from the. two established methodologies Tor

(7o Br.at 17; Co. Reply Broat 7.
o, Br. at 16 Co. Heph Br_at 6.
¥ Co, Reply Dr at £, ¢iiing to Nirect Testimony of Cnmpanv witness Bmd!e:, Cule {Exh, A-237 at. |7, Exh. A-26, and
Phusc 1 Tr. a4 556,
“* £, Reply Br. a1 7-8.
a7,
" Staff Br. at 3.

FTid ot 5,

T Id ou b
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treating uncolleetible accounts: (1) the direct charge-off method under which uncollectibles and dm
agsociated, subsegnent recoveries are reconded djrér.:Ll}f, or “charpged off ! {0 bad debt expense; and
{2) the allowance method by which a company sysiematically records expense to bad debt expense
with an offsel t;::b an allowance for doubtful accounts, and by which, unlike the charg&nff method,
the charge offs and any subsequent recoveries are then made to the allowance ﬂ:;r donbtful accmmts.

account, rather than to the bad debl expense account.”

According to Saff, the Company used a
kind of hybrid method in this case whereby its charpe-oifs, as well as its s;-rsléniaiic provision for
bad debts, were both retlected 1n the bad debt expense account, ™

The Companjf did nnt brief the issue. Stall’s recommended bad debt expense amounts,

whu,h correct the Company’s EITONERUS calenlations, arc n.ascrnable and will be adopted.

&, Tanl Maintcnance Expense {Sun Ciw Waler)

The Company requested approval 1o establish a tank matntenance reserve account to address

ongoing tank maintenance requirements in its Sun City Water district.*® In 2009, the Company

commissioncd a consultant to examine the condition of the tanks in the Sun City Water district and -

provide a recommendation for maintenance ** Rased oﬁ the recommendation, the Company plans
t0 commence a lank maintenance program for all the tanks in this district over the next fourteen
vears, beginning with these most i need of maintenance. ™

SalT recommends thal instead of establishment of a tank mainterance reserve account, the
Company be authorized to include the known and measurable cosls associaled wilh tank
maintenance as a normalized expense, in the amount of $362,000.7" Staffs wimess testified that
Staft supports the Cumpén}-"s plammed program of regular tank majntenance because of the long

285

term benefits that accrue to ratepayers by reducing long term capital costs.™™ The Company i3 in

g

W g

1 Direct Testimeny of Comguny wilniss BradIa:,r Cole (Exh, A- 23} at 16
M id a 13; Exh, A-35.

** Dirsct Teslimony of Cormpany witnsss Bradley Cole {Exh. A- 23) ai 6.
2 Staff Br. ak 6, citing Lo Phase 1'Fr. at §15, Y62-063,

7 phase T Tr. at 815, . _
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agreemenl with Stall’s recommendation.**

RUCO oppuses the astuﬁlis]unent of a tank malntﬁnailﬂé expense reserve fund, but did not
olject to the nonmalization adjustinend propesed by Staff *% |

We apree ;.'_;-'ith RUICO and StalT that establishment of a tank maintﬂn&ﬁca EX[RETISE TERETVE .
fund for the Sun City Water districl is not appropriate at this time and wil] not authorize such an
.ac_count, [Towever the Company has demt_;rnsitamd that it will begin, in the Sun City Water district, a
pmgrﬂm' ﬁfiih dv;-mmnstrateci kﬁown .amd measurable ongoing expense amounts that are reasonable
and will provide ]::mq term system benefits.  Stafi’s recnmmandalinn fowr 'nﬂrma]izad tank
maintenance expense is based vn Lhose demﬂnstrated knﬂwn anel lnEEiSUIE.blf: ungr:llng expense
amcunts. The normalized expense amounl recommended by Staff is reasunable and will be adopted
for prrposes of this proceeding.

| 9. - Tank Muintenance Deferral Account (Anthem Water)

The C nmpdn} EL]SD requeﬂtﬁ dulhﬁl‘li}- to catablish a deferral account to allow il to defer tank
ma.untenance expenses for the Anthem Water district until the next rate case for the disinet, at which

28 RUCO does not oppose the

time the Company ma}' seek reutw&r}f ol the deferred amounts.”
cetablishment of such a deferral account, as the Compan} already hﬂb guch an account in plac:, for
the Sun City Water district.”™ We agree 'mLh the Company that -:stabhshment of sm.h an accﬂunt is
ﬂppmpri.ﬁt&, and find that it s reasonable and in the public interest to authorize. the Company o
establish a def: erral En:n:nunt.ln allow it to defer tank maintenanve expenses for Lhe Anthem Water
di st.rict' until {he next rate c:ase. fc;r the dis.trict._, at which tifm: the Company may present cvidence in

support of recovery of the deferred expense amounts for consideration. -

D. Operating Income Summary :
' . Anthem/ .
Anthem - | - Son City Agua Fria Sun City | Sun City West
o ' Water . Walter Wastewater Wastewnter Waslewater
Acljusted Test Y sar : N y R
RL‘;‘LT:ILLL: 7492 744 20 283,101 . 5;3,63?,]23 $} 9“1{} 381 F5.661 710

*8% Co, Reply Br. ac 16,

%7 RIiCO Br. at 21:22; RUCO Reply Br. al 9,

% R elbuttal Testimony uFCﬂmpan} witness T‘hmnas BrodEI'i»L (Exh, A-TYat 10
i " RUCO Reply Br. at 10,
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Adjusted Test Year | _ _ i o J
Onperating Expenses 16,946,800 ?3__5_?6 ]3] 8,426,722 $5. 888,749 55,257,191 1
Fu:lj usted Test Year . T -
Oparaling Income $545,935 $9{?!§,l45 5210,401 $51 632 $404.519°
¥, COST OF CAPITAL
The final rate of refurn recommendations are as follows:
Costof - Costof Capital Structure ~ Weighted Average Cost of
B Debt 1 Lquity Equity/Debt Capital
Company | 451% 10.70% | 38.86%/61.14% 7.20%
RUCOD 3.02%* 0.50% | 39.15% / 60.85%% . 6.77%
| Gouneil 6.37%**
Siafl 491% | 1070%) 3ssewselidw | 2% |

“¥ long-torm ‘and short-torm debl combined.

** The Council did not perform a cost of capital analysis. The Council originally basg o%
its Tule of return recommendation of 6.77 percent on thal recommended by RUCO 2
However, in its Reply Brief, the Council states a belief that a 6.37 percent rate of return

is reasonable and appropriate.

A. C'apital Structure

The Company's application proposed a capital structure of 45.15 percent equity and 58.85

percent debi, excluding short-term debt,** However, 1o -.‘m:l-;r i¢ Hroat the mumber of issues in this

case,

the Company agreed in o il rchultal estimony - Loy

accepl

Siall™s cost of capiial

recommendations.*” RUCO recommends a capilal siructure of approximately 13.29 percent short-

term debt, 47.56 pércent long-term debt and 39.15 percent equity

structre of 38.80 percent equity and 61.14 percent debt, which includes short-tenn debt.

Staff recommends 8 capital

93

There is very Hltle difference between the capital structures recommended by RUCO and

Staff's witnesses. "™ For purposes of this proceeding, we adopt a capital structure for the Company

consisting of 38.86 percent equity and 61.14 percent debt, which includes short-term debt.

:“m Councit Br. at 14,
24 i al.

G Dlmct%m Company witness Thomas Broderick (Exh. A- ﬁ-‘} at §-10.
281 RLhLlli.H] Testimony of Company wimess Themas Broderick (BExh, A-71 at 4; Phase T Tr at 400,
Surrebunal Testimony of RUCO witness Witliam Rigsby {Exh, R-d}yats.

: ** [Direci Testimoay of Staff wimess Juan Masmigque (Exh. S-3% a8 10
% Surrebugtal Testimony of RUCO wiiness William Rigsby (Exh. R=d3 at 3.
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E.- . Cost of Debt
The Company's application stated a cost of debt of 5 46§ Pemem_zg'.r The Company acroed

to ac.cepl Staff's recommended cost of debt of 4.91 percent ™

RUCO recommends a cost of short-
lerm debt of 3.41 pe:rceﬁt, and a cost of lﬂng-trmﬁ deht of 5,47 ﬁement.m RUICOY s witness notey
thal RLC{)'s remmmenﬁed combined {ong-ierm and shott-term debt COSt of deht would he 5.02
percent, and would produce the same WACC as that produced by the separated deht cmts
ﬂ'u 4.91 percent cost of Elebt is reasonable 'md wil be adﬂptcd for purposes of this rate case.
| C. * Cost of Equity |

Unlike the cost of debt, which i bused on actual costs, Aﬂzona-f\_mariﬁan.’s. cost of equity
must be estimated.  The Company, RUCE and Siﬁﬂ" each presented a witness who testified as tﬁ tﬁe
aﬁﬁl}-'sis nsed to rér'm]:l their estimated cost of equity rr:t:-nn‘uﬁ&ndalinnﬁ. Each witness used data from
selected sample groups of publicly tréded EOI':npﬂﬂiER in order to ﬁerﬁnrm the sstimates.

The Company contends that the cost of equity analysis of ils wi.mess, whi.ch ncluded two
versions of the Discounted Cash Flow {"‘DC_F“} model, three versioms of the Capitall Assct Priclng.
model {“{EAPM“), and an atter-lax weighted average cost of capilal - ("ATWACC™ 'ana]ys.is,

™! However, in order to limit the number of 185ues in this

supports @ 12.25 percent cost of equity.
case, the Company agreéd in i_ts: .rehuttal testimony o accept Staff's cosl of cﬁpital
recommendations,” and prepases a cost of equi {':.,i' of 1017 percent.™ . |
The analysis of StalTs ﬁtnesr; included use of two DCF models and a CAPM. Staff's
average DCF and CAPM resulls pfnduce a.‘}.‘} petcent cost of equity capital, which afier Stail’s 80

basis.paim'risk.adjustrnenl, produces Stafls recommendation of’ 10.7 percent as thé Company’s

estimated cost of equity.”*

e?

Dirzact Testimony of Company witness Thomas Broderick {Exh, A-6) at 8-10.
¥ pebuttal Testimony o Company wilness Theroas B:mf rick fExh. A-That 15-16; [hirect Testimony of Staff attness
Juan Marrigue (Exh. 8-33 at Schedule JOM-1, : ' : :
5 ¢ urrebuttal Testimony of RUCO witess William Rigsby (Exh. R4} ut 4.
300
fed at 5.
o, Br.at 36, citing to Direet Testimeny of Company WItneSa Hente Villadsen {Lxh A- EE}] at 36-37, Appendixz B and
65-69., - o
2 g cbudtal T-L.Sllﬂ'lﬂ]:l} Ufﬂompany withess Thomas Rroderick (Exh. A=T) at4 l"hase I Tr al 450,
. CoBr. at 35. :
1 sehednle 30M-1.
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RUCOD™s witness also 1.1;‘;:{1 i ]j{TF gnd CAPM analysiz, and based on the results, REICO

2 :
3 recommends a cost ol equaty of 9.50 percem.m
4 The Company contends that Stafl’s analysis supporis a cost of equity of 10.7 percent ** The

Compan}' poinis out that Staff’s resulting weighted average cost of capital of 7.2 percent is lowser
than the 7.33 percent approved for the Company in Decision No. 71414, the Company’s most recent
rate Decision, but that the recorrmnendution recognizes the level of risk in the Cuompany’s capilal

structure, and is within the range of returns aliowed by other jurisdictions and within the range ol

e R Y,

what credil rating agencies consider appropriate for a utility such as Arizopa-American.”

The Company iz eritical of RUCO’s cost of cquily analysis and asscrts that s resulting 6.7
percent weighted average cost of capital is unreasonable, lacks support, and should not be
adoptod.m The Company argues that RUCC s recommendation fails to recognize the impact n:ri; the
current ﬁlwnciﬁ_l crisiz on the cost of equity and the necd to attract necessary investment,” ™

RUCC objects to the Company's claim that RUCD’s cost of equity recommendation lacks
support.”'® RUCO contends that its recommendation recognizes the impact of the current financial
crisis on the cost of capital. because ihe risk associated with regulated utilities is lowey than their
f non-e gulated munterpans,é“ RUCO states that while the parties can argue over what is reasonable,
1t can hardly be argued that RUCOYs recommendation lacks support, as RUCO performed the same
tvpe of cost of capital analysis as Staff. and th; Company has aﬁcupied Staff's recommendation.”’?

RUCO states that neither RUCO nor Staffs cost of capital recommendation lacks support based on

the evidence in the record.” ' : , o
The Company’s witness lestified ihat the facts that financial markeis are in turmoil and that

stock market volatility has incrcased dramatically mean ihat equity investors face increased

" Snrrebuttal Testimony of RUCO wimess William Kigshy {Exh. R-dYat 5.

% ca
25 wif. Er.at. 3G,
7 6.
Wt a3
Y RUCO Reply Br. at 18.
fl“m_ at 19, :
et 1210
- '
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uncertaioty, which leads them to seek lower risk investments or to demand a lﬁgher expected rate of
return before they are willing to inveat their money, and in part, this is an explanation of why market
prices have fatlen.’™ While.'RUCO argues that the lower risk of regulated wtilities is attraciive 1o
investors in a bad economic ¢limate, and that the Compeny’s patent relies on jow eost detn financing
1o fund it capital imprmrement.{a,m nerther -argument addresses the undisputed fact thal Arnzona-
American faces more risk than many comparable companies because it has more debt in ils cﬂpii:ﬂ
stroctire.

Article 15, Section 3 of the Arizona Constitution provides in rclévant part 1hat the
Commiszion “shall have full pnwér t, and shall, prescribe just anc.l. reas,onabic classifications Lo bé
uéed .;:mci just and reasm_iahle rates and charges to be made and mllcﬁted, by public service
corparations within the State for serviee rendered therem.” In determining just and reﬁsc-nablc rales,
the Comumission has broad discretion subject to the obligation to as-:eﬂain the fair value of the
utifity’s _prﬁp&rty, and .cstabli_shihg rates that “meet the overall operating costa of the utility and

=300

prdduce a rcasonable rate of return. Under the Arizona Constitution, a utility company is entitled

Eto a fair tate of return on the fair value of its properties, “no more and no less.”™"" The oft cited

Hope, Blueficld, and Duguesne cases® provide that the retam deicrmined by the Commission must
be equal to an invesiment with similar visks made at gencrally the same tinc, and should be
sufficienit under efficicnt management to cnable the Company o mﬁiht_ain its eredit standing and
raize funds needed for the proper discharge of its duties. | |

| As RUC'_D_ peints out, the lower nsk of regulated ulilitics 13 attractive to investors _in a ba&
wongmic-: clim;ate, and the Company’s parent relies on low cost debt financing to fund its capital
improvements. Given the current economic climate, we find that Staff' s financial risk adjusl_menf is.

not appropriate in this case. We find that of the prﬂpused cost of cquity estimates, RUCO s 1s the

* Rebuttal Testimoty of Lampany wilncss Bente Villadsen { Exh, A-Z I} at 4.

* RUCO Reply Br. at 10,

Sr:a! e, 28wl v ArZomg Corp. Fﬂmm w11 Ariz, 531, "?ad 573 P2d 612 {Ci App. 19?31

L:fchfefvf Parr Servige Cu. v. Arizona Corp. Comm'n, 78 Ariz 431, 434, §74 P.2d D58 (C1 Ap ]99—1} CRINT
A¥izona Corp. Comne'nv. Citizens Lititities Co., 120 Ariz. 184 (CL App, ]9"‘3}

Y& Fuderal Power Commission ef al v, Hupe Naweg! Goe Co, 3200 LS, 3% (194, Blhegteld Weterworks &

Tmmprronvemment Co. v Public Service Commissicn e’ Wesi I’Jrgmm, -:-,-I al, 262 U s 6?9 (1923); ﬂuquasne L:gh Co. w.
Bﬂrrmd' ARE U5, 25‘5" (1984, .
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more reﬁsonab_le, Applying the 9..5{} percent cost of cquity and 4.9 pereent cost of debt to tﬁa
capital structure adopted herem resulis in an overall weighted cost of capital for Arizmna—ﬂfﬁari;ﬁn
of 6.70 percent. |

Even if we were w agree with the Company’s arguments about RUCUs recommended
return on equity, we would nonetheless adopt it, as we believe that a reduced retun on equily is
justified under the facts of this case. Chr decision in this matter gives rate base treatment to tho
Anthem plant associated with the bulloon payments to Pulte. We recognize the heavy burden that _
thiz resull will place npon Anthem matepayers. M our view, Lhe Anthem ralepayers appear 10 have
been caught between a developer that fatled to fully inform them of the relevant facls and a water
cumpaﬁy that failed 1o keep their best interests at heart. |

Unfortunately, we cannot address these issues by laking any aclivn against the developer,
Much as we might want to craft a remedy that 1s comprehensive and directed to all the responsible
actors, we do not have Jurisdiction over the developer, nor do we have the wﬁlprehensive authority
ol a courl of general jurisdiction. |

Eatlier in this decision we referred lo ihe Federal District Court case that was initiated by
corlain Anthem ratepayers against Pulte, among others. In a recent order, the ITnited Stales Tistrict

Court for the District of Arizona granted summary judgment to the plamtiffs, concluding that Pulte

' had faifed to disclose o prospective homebuyers the costs of the infrastructure for which they would

ultimately he r'espnnsihle.. The Court specifically siated, “the issus is not whether a developer has a
duty to predict future wtility rates, bt whether Pulte was required o disclose the “estimated costs
related ta. the improvements [and [acilities] that will be bome by purchas,eré_“m This would appear
it be a posilive vutcome for these plaintiffs. and we note that the case is currently on appéai before
the 9" Circuit. |

Beeause .%Iimnu—.ﬂumerican. is nol a party to the Federal District Court’ l'uiin.gs. the
Commission is unable to take direct action flcrein related 1o the iiti.gation. That does not mean that

we gannot take appropriate regulatory action against Arizona-American. Wiile the Company’s

** Grimmelmann v, Pulte Home Corporation. 2010 U8, Dist, LEXIS 89683, Pg 7 13-15.
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actions related to the inflastructure agreemend may not justily a plant disallowance, we think that the
Company rionetheless failed o adequately consider the risks that the Infrastructure agrecment posed
for its ratepayers. The Company appears fo have made concessions to the developer in an etfort 10

28 The result is an inti‘astmcture'agreemcnt that is significantly different fom

win the project.
standard agreements; fﬁiﬂlﬁ:rmm'e, thess diffr:r_ancés tend .tx:- plax:e.the risk of accelerated Dulld-out
and acceleraled payments entirely upen the rﬂfepa}-ﬂrg. The anticipated build-out schedule - and the
corresponding balloon payments - wore aqticipaﬂf:d o u(:cur. mer a much longer time period. Actual
build-out CH;:CIII‘TGE[ much more qi,liqki}-'. As aresult, the Cﬂrﬂpunj’ has sought rate base treatment for
the pla.a.m.ﬂ.ésncia.ted wi_th thasc-bﬂlioﬁn pa;.rmeﬁts much sooner than l::i.(.pcct.ed ancd ﬁver a shorler time
period. Although we have not disaﬂmﬁ-ed ihe plant, we recognize what we beleve 15 urreasonable
risk-shifting to the ratepaycrs. ‘nh-;ﬁ believe l;hc. infrastructure agreement aﬁd its corresponding
balloon payments arc an unreasonable sk shifting to the ratepayers, and we belicve that this éervas

as an alternative justification for-a lower cost of equity in this case.

D, Cost of Capital Summary

Percenlage i Cost | Weighted |
: '  Cest
| Shorl-Term and Long-Term Debt 6l.1% 4.91% 3.0%
| Common Egnily, 38.9% 9.50% 3. 7%
Weighted Average Cost of Capital ' 6.7%

V1. REVENUE RF{)IJIRFMEN C

' E.ﬂed ot T_he discussion herein, revenue mcredges for each of Lhe distriets are authorized as
foltows:

Anthem 'Watef

Bascd o our findings hcrem we delerrnmn—:: that the Anthem ‘Jvater distm:t 5 gross ¥ revenue

Shﬁuld increase by $5,453,750, or T2.79 percent,

" Fair Value Rate Base ' $37.249 836
Adjusted Operating Income - . © 545,935
Required Fair Value Rate of Return . &.70%
Keguired Opcrating Income ' ' 3,835,739

Operating Income Deficiency _ ' Co- 3289804

oz Ex. 81wt 2,
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Gross Revenue Conversion Factor ' 16578
(3rass Revenue Increase - : ¥ 5,453,750 -
Sun City Water

Based on our findings herein, we determine that the Sun City Water district’s gross revenue

should increase by §1,611.522, or 17.36 percent.

Fair Value Hate Rase $28 188,865
Adjusted Operating Income ' 906,145
Required Fair Value Rate of Retum 0. 70%
Required Operating Tncome 1,888,654
{perating [ncome Deficiency 082,504
Gross Revenue Conversion Factor 1.64)2

{3ross Revenue Incresse - $1.611,522

Anthem/Agna Fria Wastewaler

BEased on our {indings herein, we determine that the Anthem/Agua Fria Wastewater district’s

gross revenue should increase by $4,657,770, or 33.93 percent.

Fair Value Rate Base _ $45.116,527
Adjusted Operating Income 210401
Required Fair Value Rate of Return 6.70%
Required Operating Income 3,022,834
Oiperating income Deficiency ' 2,812,433
Gross Revenue Conversion Factor 1.6561
{Gross Revenue Increase 34,657,770 ~
Sun City Waslewaler

Based on our findings berein, we defermine that the Sun City Wastewaler district’s gross

revenue should increase by $1,621,157, or 27.29 percend. _ \

Fair Value Ratc Basc _ $15,489,977
Adjusted Operating Income : 51,632
Required Fair Value Rate of Return 6. 70%
Required Operating Income: _ 1,037,828
~ Operating Income Deficiency 086,197
Gross Revenue Conversion Factor 1.6438

Gross Revenue Increase : ' $1.621,157

65 . . DECISIONNO,_ 72047 . -
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Sun City West Wastewater

Based on cur findings herein, we determine that the Sun City Wesi Wastewater digirict’s

gioss revenue should increase by $1.326,805, or 23.43 percent, -

Fair Value Rate Bage : £18.096,53%
Adjusted Operating Income 404,519
Required ['air Valne Rate of Return 6.70%
" Required Operating Income 1,212,468
Operating Income Deficiency R07,949
(irogs Revenne Conversion Factor L6422
Gross Revenue Theresse $1.326,805

¥II. " RATE DESIGN

‘4. Consplidation -
l. Company

Arizona-American states that this pruut:t:ding has made clear that for various reasols, the '

benefi t.k of consolidation are champmned by’ certain partles and not accepted by other parties.”

i The Company states that while it will' never be possiblc to convince all parties that ccrnswhdﬂmn is

beneficial, this proceeding is the best opportunity to do 50,>* and that ample evidence exists in the
record to support its implementation.*” The Company states that it the Commission determines that
it §s appropriate 10 ilnp];:!m.f:i‘lt rate consolidation in this pmceedi_ng it will use its best «[Torts I |
ensure that conselidation is 1mplcrnenlml e[fegtwel} in the manner ordered by the C‘mnmlssmn 524
The C{:mpaﬂ}f believes that if consolidation is ordeted iy this proceedmg, the best method to
échjewe the full benefits of consehdation is a Ccsmpanv-mde cnnsn:-hdatmn 323 Arizun.a.-ﬂmtmuan 5
final rate design - schedules include both stand alone rates and the E'umpany 3 Preferred
Consolidation Scenario One {Cﬂmpﬂnv Consohdatmn Model Verzion 4). For mmpanmn purpma«:
the Cormpany provided, as part of its final rate design schedules, the consofidation scenarios

requested at the hearing by Chairman Mayes, which set forth comsolidation if' Sun City is excluded

L og Broat 43,

313 i .

' Co. Roply Br. at 26,

 Co. Broat4s, :
I at 46; Co. Reply Br. at 26,
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and if both Sun Ciiy and Sun City Wesl are excluded. ™ .
The Company lists irnpuftant features n_:-f' its Pref;:frf:d Cﬂnsnlidaﬁcﬁ Scenario One (Company
Consolidation Model Version 4) as follows:
» itincludes ali of the Company’s water and wastewater districts;
¢ it 1z proposed to accur in up to five “revenue neutral™ steps;

¢ the residential |-inch meter water monthly minimm charge is reduced 1o 1.25 times
the 5/8 and 3/4-inch meters charge;

¢ the consolidated non-potable water tariY is $1.24 per 1,000 gallons in all steps; and
¢ beginning in Step 1, there are five residential rate tiers for all meter sizes, and thiee

commercial rate tiers for meter sizes two inches and smaller, and two LDITII]’I‘:I‘GIEL]
rale tiers for larger commercial meters, .

2. Council
The Council betieves that rate consolidation is a long-term solution that, over the long haul
benefits all customers. The Council recommends that in order to achieve the maximun benefits of
consolidation, all of Arizona-American’s water and wastewater districts be consolidaled through a
five siep implementation plan.™ The Council supﬁnrts the Company’s Preferred Censolidation
128

Scenario One (Company Conselidation Mode! Version 4).

The Council cites as benefils of rate consolidation the following:
» lower administra.tiva_cnms thmugh unified cﬁstmner accounting and billing systems,
s reducii an in the mumber of rate ¢ases and associated expenses;
e climination of distorted cost allocations among disiricts in tate filings;

o implementation of standard customer service policies and related service rates and
charges;

. .impruved rate stability a:nd elimination of rate shock;

o reduced customer mnfumon with respect to the Lompan}' s currenﬂ}r daffenng rate
schedudes;

2 Co. Br. at 46.

' Coumcil Br. at 13; Councll Reply Br. at 16. -

mf.::i
T e T2047
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o dcveiopment and mnplementation of a targeted and comprehensive:  water
conservation program for all of its systems; and

e xmproved opporhmities for fulure acquisitions, especially of troubled water
310
Eystams. :

The Council statf:é that the henefits of consolidation are particularly truc for older and
smaller distriets that may experience disproportionately higher rates without conselidation, pointing
to the Coinpany’s testimony that customers rcsiﬁiug in Sun City, despile their current opposition to
udnsolidati_on, are likely to be-the greatest beneficiaries of -consolidation due to the aging
infrastructure in the Sun City Watcr district. ™" The Council states that the fivc residential tiers in

the commiodity rate compenent allow the Company 10 achdress the vartation i eustomer use patterns

{ across the various districts, and that that the five-siep consolidation plan proposed by the Company

will allow for a smoother transition and will reduce “rate shock” for cuslomers in those districts

whose rates will increase more than they would witkout consolidation ™ _
In the event that Company-wide consolidation is nat instifuted in ihis proceeding, the
Council prefers the current rate structure for the Anthem districts.™? The Council asserts that partial |

consolidation is not consistent with the purposes of consolidation. and would not provide any

F meaningful improvement for Anthem residents over the current stand-alone rate design. ™

3. Paradise Valley -

Paradise Valley states that now is not the opportile time to implement rale consolidation for

the Company’s districts ™ Paradise Valley contends consolidation should he mere t.hcrfnughly

analyzed in a future case, with more detailed information identified from the outset of the process.”

Paradise Valley believes that consolidation should not be imj;;r}ln:menttd in this case due.to
lack of clarity and inadequaté direction in Decision No. 71410 as to how the consideration of

consolidation should be accomplished, and duc to the ack of meaningful “Town Ilalls™ conductad

 Counci By, at 16,
“ Counzil Reply Pr. at 16, citing to Phase 11 Tr, at 34752
¥ Council Br.oat 17,
B2k at 1%,
I gt 15,
s Paradize Valley Br at 4. ..
14 at B, 14, Pamadise Valley noted that only five residents attendsd the Town Hal] the {:nmpan}- conducted in

Paradise Yalley an Muly 12, 20010 at 530 po
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prior to the hearing, or other cducation of the affected customer hase.’*® Due to the nﬁmemus
faclors presented in ihis case, Paradise Valley contends it is nearly il:_npnssihle for any customer to
predict how consolidation would affect that customer, what factors would be comsidered n the final
analysis, and which scenano fnighl be selected by the Commission.™ Further, Paradise Valley
c{:nténds that the lack of a ﬁcﬂncd cuﬁsulidation scenario has made the probability of having a
meaningful Town Hall discussion on rate consolidation mimimal.®® Paradise Valley would prefer
that the Commission lentify a rate consolidation proposal which would provide a basis for
CustomeTs 1o use their individual consumptlion data fo analyze how that proposal would unpact them,
prior to Town Hall meeﬁngs,ﬂ'g

Aside from procedural issues, however, Paradise Valloy argues that consolidation is mot
likely to result in any customer l:lene['x_ts, but only in a shifiing of costs from one set of customers to
others, and that consolidation may even lead to higher cuslomer rates in gencral®  Paradise
Valley's witness testified that the Town Council of Paradise Valley dogs not support ihe conccﬁt ol
rale consolidation, as it does not believe there is any purpose for consolidating ilhc Paradisc Yallcy
Water distriet with other Arizona-American districts al this Gme, meluding assisting with fimding
needed system upgrades or needed eapital improvements, which it believes can be made regardless
of consolhidation.™! Paradise Valley argues that public policy goals sach as watcr conscrvation can

54z

be better addressed in individual rate cases*®  Paradise Valley contends thal Hny- COMRTTST
between the state-wide rates of APS and the rate consolidation of the Company's unique distriels is
flawed, because Arizota-Ametican’s distriets ha*;re_ varying needs and requirements and have no
contralized gnd or physical inlerconnection between their geographically separate facilities **

Paradise Valley belicves that the only business logic behind rate consolidalion is simplicity

1 praradise Valley Br at 14.

rd at 6.

P gl at 9.

59 5y

I

' pd at 10, eiting 1o Direct Testimony of Paradize Valley w1mess James Bau}n Tcmn Manager of Fﬂradise Wallay
(Exh: P%-1Yat 6 amd Exhibir A, . oo

M Paradise Valley Br. al 14,

"I at 11, -
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for repulators, because the Company already treats its districts as if they are one in iis cosi.

allocations, such that ihe only savings would be bﬁekkéeping costs.™* Paradise Valley states that

1 the ceniralization ol the districts” rate bases could actually Icad 1o overall customer rate increases as

11 would make it more difficoli for customers (o dissect the information discrete to their locality in

. - o k]
order {0 vowee their u]:unmn,‘qs

and customers ﬁmuld be less likely to question coste when ratcpaj;ers

from other districts are going o belp pay them.™ Conversely, Pﬁadisc Valley argues that if the

“combined customer” does request a vigorous -velling of requested mmprovements in each district,

cﬁnsa]ida.ﬁ{m cDuEd ]ea& to the result of pitting customers of one district against those 6f another. "
4. Resorts -

The Resorts 51;'-'.1te that und.f;rmtht- {Gmpan}“a Preferred  Consolidation Scenariy One
{Cumpﬁn}' Consolidation Model Version 4), consolidated rates would raise the revenue requirement
on the Paradise Valley Water district by about 10 percent, but .that the individual resorts’ estimated
rajc inu;t:asu would be 32 percent.’®  The Resoris claim thal ihey would be unduly harmnéd by the
**?  The Resorts state thal under the Company's Preferred
Consolidation Scenario One [.Curﬂpan}' Consolidation Model Version 4}, the commercial elass in the
Paradise Valley Water district bears a 31.5 percent increase, while the residential cia_ss bears 3.3
pem&ut_jm The Resorts contend that both the Cq:.}mpan.y"s and SiadFs svstem-wide consolidaiion
proposed rates for the Resorts will exceed the costs of ?mﬁding-serviuﬂ in the Paradise Valley

7 and object to bnth pmposaJs because no cost of service study was done o .

Water district,
determine whether the pmpl::sad rates ax:hlcvc fairness in the apportmnment of total costs of service
among dITTerent consumets.” The Rcsc}rts contf:nd that if rate consolidation 13 jmplcmentﬂd they

should be éxcloded from cﬂnsolmatmn or in the alternative, a “Resort Class or cﬂmmcrt_:lai class of

344
fd
*5 yirect Testimony of Paradise Valley wilness James Buacon, Town Manager of Paradise Valley (Fxh. PY-1} & 8.
" paradise Valley Br. at ]2 .
M7 ad ul 12-13,

- §** Resoris Br. at 2, ciing o Dircet Testimony of Resorts witness John Thomton (Exh, RES-1) at 2 and Resorts Final

Schedules, Atwachument 3.

¥ Resurrs Br. at 3,

#al .i‘.ct' at 4 citing w Ilirect Testimomy of Reth witnass Tohn Th{}mtrm (Fxh RES-17at 2{)
i S

'}'2 l]4?
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service should be established that recognizes their unique status, and the [hct that there is no other

custoimer class with which the Resorts can be combined ***

The Resorts have thoerefore proposed

modifications to the Company's Preferred Consolidation Scenario One (Company Consolidation

Model Version 4) that would limit the rate impact of consolidation on the Resorts o 12 percent.”™!
Staff states that it does not believe the Resorts have met thetr burden of prool with respect to

exclusion from any consolidaiion proposal the Commmission might adopt, or that the Resorts have

shown that their specitic proposal serves the public interest.®™ . Staff contends that while at soma

A point consideration of a special classification’ may be appropnate, the specifics asmmated with any

It
apeecial resort classiheation \muld require further review,>™

The Company believes tha_t the commetcial tiers in its Preferred Consolidation Scenario One
(Company Consolidatton Model Version 4) should address the issues raised by the Resorts in
relation o consﬁlidaﬁﬂn.m |

5. W.R. Hanscn
Mr. Hansen is opposcd (o any rale consolidation proposal, and offers six TEASONS why

consolidation should be rejected:

= centralization of production in concentrated plani lacilities is not conternplated or
plausible;

e cost savings of significant proportion are absent;

e there ig no singmiar rate bul a move toward a centralized average, resulting in a bonus
for Anthem and Tubac at the expense of Sun City and Mohave in particular;

e the current range of rates is too wide and the ages of the infrastructure in the districts
differs oo widely;

e consolidation would encourage the Company to acquire poorly performing utilities |

and burden existing customers with their cosls; and

« spreading the cost of service entails legal impediments. **

™ pesprts Bral 6, citing ta Direrl Test:mu:unj,f of Resorts witness John Thomton (Exh. RES-1)at 24
pEES
4 .
7 Sraft Reply E-r al 14,
Mgy )
BT o Br, gt 46,
2 Yansen Br. ar 1-3,
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6. Larry Woods

Mr. Woods opposes the implementation of rate consolidation, which he states is techmeally

M Mr. Woods asserts thal sources ol waler, age of processing

101 DDH;SDHdﬂﬁDn, it “rate leveling.
equipment, ﬁ'lf:‘rhmds of purification, and distritartion systems are locally unigue and vary greatly
from district to district, and -T,hcrcfnre there cannot be a case made that all ratepayers should be
charged the same rates for delivery ol water to the faucet.”™ Mr. Woods believes that the idea of
cns;t.-.aharing iz dillerent for a municipal utility than for a for-profit utility, whose jgoal is profit to the
shareholder, in contrasi lo a municipal -ulility, whose focus is 'serffce.Jﬁl M. Wﬂuﬁs ig of the
opinion tha Eill.lﬂﬁﬂl'l.s- .Sl,.ll:l.l. d.b that in the Tubac Water district, where a small g:r::;up c:;f residents i3
forced to meur exorbitant costs thal arv::. ouls.;idr.: their control, should be addressed by govefnment.jm
Mr. Woods also contends that il GUI‘ttii:l]idat.liun P appru'vud., there will be increased acguisition

activities by Arizona-American of small water systems in states of disrepair, funded by cwrent

&3

Mr. Woods states thul he cannod ideniify any significant savings that would be had through
consolidation > He states that since 4 -cnnml.idaléd Tale request .would aﬁmt all rab:paycfs in 21l
districts, then potentially there could be intervenors [fom all districis in consolidated 1ate cases, and
that the actal review of consolidated rate requests would rtesult in more review and longer
pmce&dings;_as opposed 1o cost éavings:-m | | |

.?, Marshall Magruder

Mr. Magruder proposes the foliowing:

e rate consolidation for all water and wastewater districis in five steps over a five
year period; :

e adoption of cither Magruder consolidated rates or o modified version of the
Company’s seenario one; :

¥ wionds Br.oat -1,
01 a2
1 1d a5,
Wiy At Seh.
1 1d ar 46,
0 at 6.
Mg w3
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e implementation of a new $500 fee for changing a water meter to a smaller size
along with a safety certification recorded on the deed for such customers with fire
sprinkiers;

e gancellation of all low income programs with the exception of the Sun City Tow
Income Program proposcd by the Company for condominium residents, and the
institution of new similar programs for all multi-residential units served by the
Company, along with a new low [irst residential tier at less than $1.00/4thousand
gallons for the first 3,000 gallons;

e rafe siructure design io provide lowest rates for lowest consumption users and
increasmgly higher rales for the highesi consumption users to conserve water by
sending price signals to residential and commercial customers;

¢ conscrvation mcentive rate struchure with five residential and four commercial
inclined block tiers, so customers can more ¢asily use less water and move 10 a
lower usage ticr more easily;

e consolidatiom of all “Fezs and Miscellaneous Charges;”

e consolidation for the Company’s “Rules and Regulations™” in one decurnent;

¢ that the Company be required to submit within 90 days with a water demand side
management {“T5M™) adjustment not to exceed 2 percent, atl least five water DSM
programs in several rate classes including residemtial, commercial and Jarge
hotels/resorts and goit courses that imcilude specified performance measurement
ohjective criteria and goals for all rate categories, including customer water audits;

e that the Company provide a waler loss DSM program including incentives for -
decreased water loss and penalties for increased water foss over 10 percent;

¢ that the Company activate a Citizens Advisory Commitiee with at {east one person
per smail (less than 5,000 costomers) district and ai least two for larger districts
repregenting different rate classes, with at least semi-annual meetings; that the
Company establish a regular “Town Hall™ schedule; that the Connparny pubhsh a
multi-pape tewsleller as a way to receive customer feedbuck and review roles and

repulations and inform the public of water DSM programs and ol ongeing projects
or Company changes that impaci cusiomers. #

8 RUCO
RUCO contends that rate consolidation would not be in the ratepayers’ best interests in this.
case, and that due to legal impediments, the passionate divisiveness. arrong ratepayers, and public
policy ‘constraints, rate consolidation should be rejected.” RUCO points out that on brief, the
Company avoids stating a posilion on consolidation, but instead stales that it “seeks the
Cummié.s'mn’s leadership” on the issu_e.m_ While the Company states that if mnsn]id&ﬁon js to be

e hagruder Br. al 1-2; Magruder Reply Broat ), 9 10, a5,
*TRIICO Reply Br. a1 23,
£ RUCO Reply Br.at Mk see Co. Br. at 45.
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accomplished, now is the best opportunity,®® RIJCO disagrees. RUCO believes that now is a bad
time to implemunt consolidalion due 1o the recent rate increase for several of the Company’s
sistemns just last year, ve_ﬁcmem ratepaver public comment in opposittion, uninformed costomers,

T RUICO contends thar it cannct say when the best time wonld be

and a bad ecomomic environment.
t0 approve rate cnnsnlidutim for Arizona-American, bﬁt believes that a better time than the present
wil] be when there is one application before the Commission that inc]lldes ali the districts based on a
single test year, with a single revenue requirement, when the public has had adequate notice aud ajl.
of the facts, and when there is more public %uppnrt'j?]

RULU areucs that 1[ is 1mpc-551hle to mnqnhdaﬁe rates mthi::ut gome 1n1tm! ’iul"&.ldl?ﬂtlﬂﬂ Gf
some districts by other distriets, and that while ratepavers may be wr!]mg to pay a little hil more n
the bepinning, kjluwiﬂg the bf:nel'lm wil] be retumed (6 them in' the Melure due o consolidation, there
will be ratepayer resistance to ccrnsa]idaﬁon if the initial cost shilt is too great.?™
RUCO contends that neither of the Company's (three-step or five-step) rate c;{:-nsc_nlidaliun

proposals resolve the following issues:

o the legal mfirmity of consolidated rates besed on some districts’ fair valuc ratc basc
calculated on a 2007 test year and others based on a 2008 test year (RUCO argues
that in order to consolidate rates based on two differcnt test years, the rate bases and
rates of return wil] ha\ee o be avcraged or bIendcd}

o the violation of the Commission’s rule that a uuht} ] I"'-HES must be set hascd on a
one-vear historical test permd :

e the lack of conformity to the revenue neutrality requirement of Decision No, 71410
(RUCO argues tha during ihe phase-in to consolidation proposed by the Company,
the total Tovenue requiremenl is being constantly shifted among the districts, which
RUCO argucs does not comport with language in Declglgn No. 71410 requiring
consideration of “a revenue neutral change to tate design™); _

e failure to mitigute ‘mle shock™ fTor Anthem ratepayers until cﬂmp]etmn of all the
- steps;

e impainment of the Commission’s geal of waler conservation because consolidated’

3 See Co’ Br. al 45. '
Y RUCO Br. at 50-61 and, RUCO Reply Br. at 21, citing 1o . at 1092 %4,
FERLCO De, at 61,

¥ RLCC Br. al 65-66, citiug 1o Direct Rale Dl:\lg]'L-’Ra{t: Cun*-m]:duunn Testimony ofRLFCD witness Jodi Jesich {E‘n{_h d

R—ll’i} at 22
*1 See DacisionNo. 71410 a1 78
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commedity _rates distort the actual cost to deliver safe and reliable waler 1o
customers:” '

 [uilure to include sufficient safeguards to preserve adequate detail and recordkeeping _

so that the Commission can properiy moenitor and inspect the books:

e Increases in rates for ratepayers who rccently received a rate increase in 2009
pursuant to Decision No. 71410; and -

e Lmlurc 10 provide ate siaghility, because ratepayers in the Sun City, Paradize Valley '

and Muhave distoicts will be caught tn a continuous cycle of rate increases, and
because the Company will likely be back requesting more rate increases hefore all the
sleps toward full implemeniation of consolidation are completed, which RUCO
believes will cause ill will tor the Company and the Comimission.”

RUCQ is also opposed o partial consolidation scenarios. RUCO siates thal il the intent ol

separating ihe Sun City and Sun Cily West districts from conselidation is to shield retired ratepayers

living on fixed mcomes from subsidizing rates for others, the effort fails, becanse there are retirees

living on fixed mecomes, as well as low-income ratepavers, living in other Anzona-American

¥ disiwicls as well’™ RUCO also makes the point that keeping two of the largest systems out of a

consolidated rale design only shifts more costs to ratcpayers in other districts that also imclude
retirces and low-income ctgst(:nlﬂrs.jﬂ

The Company indicates that it does not believe RUCO's legal argumenis creale any
8

The Council slates that it opposes RUCCHs policy arguments against n::crnsu]ide_niﬂn,m The
Council also discounts RUCO’s legal arguments against consolidation, and contends that the
Commission has the authority and the d,is::rct.im.l to consider the different test vears, cosls of squity
and costs of debt te which RUCO refers, with the objective of determining whether the rates and
charges under a givc.n Company-wide rate consolidation proposal would result in just and reasonable

1]

rates and charges.”™ The Council states that it is not proposing to, and the Commission is not

requrired 1o, “average™ the fair value determinations of the twe rate cases, and ihat the passage of

™ Thirect Rate Design/Rake Consolidation Testimany of RUCO witness Jodi Jerich (Exh. R-14) at 14,
M RUCO Reply Br. s 22-23,

" RUCO Br. at 65, '

g

8 o, Reply Br. at 26.

2 Council Reply Br. ul 1920,

I ul 18, '
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time between the [@ir value détenninminﬁs in Decision Nu. 71410 and (his case.iz'. ool such as 1o
make wreasonable the Commission's consideration of all the [iir value determinations.™ As to the
issue of revenue newlral consehidated rate designs, the Counct] stales that as RUCO has noted, 1 iy
mathmﬁatically impossible W create a consolidated rate design whereby cach waler and waslewater
district retains ity individua! revenue requirément, and that RUCO’s intelprelaiion that conselidation
violates the .lmlguage_ of Decision No, 71410 requiring “révenue neutrality™ cannot be reconciled
with the Comunission’s stated desire to explore consolidation. ™

Stafl stales thal the isque*: RUCH raised abowt the use of different lest vears amd the
nterpretatmn of the directive that Eﬂﬂbﬂlldﬂfed Tates be ‘n:\eenue neutral ::nu]-:l bE dddrf:hsed Iu the

extent they are valid, should the Commission desire to adopt a uunsolldated rate design pI‘ﬂPﬂde s

9. Sl
qh.l”. does ot suppﬂrl consolidation of the rmate design lor all or some Gl the Lumpan}r 4
dmlnu_b 4l this time, aod recommends that the Commission adupl Stail’s stand-alonc rate dL,E-Lgﬂ
In compliance with Decision Nn. 71410, Staff put forward consolidatien proposals, Staft
presented three alternative ﬁni]sulidat.ad rate design proposals, using the cousolidation model
provided by the Company, should the Commission decide that consolidation was.am:rrc:-priatt—; m this

355 . . . .
case.” - Staff presented three separate rate consolidation scenarios;

= Staff’s Consolidation Scenario One is a total mnso}qidai:ien of all the Company’s
respective water and wastewater districts in Arizona.* .

¢ Statf’z Consclidation Scenarto Two consolidates the following water districts: Agua
Fria, Anthem, Tubac, Mohave, Havasu, and Paradize Valley as one consolidation;
-and. Sun City and Sun City West as a separate consolidation.  Scenatio Two also
consolidates the wastewater districts as follows: Sun City and Sun City Wost as one -
consoldation, and Anthem/Agua Fria and Mohave ag a separate consolidation.”™

.+ Staff’s Consolidation Scenario Three consolidates only water districts. as follows:
mun City amd Sun City West together; Agua Fria, Anthem and Paradise’ Vallev

IEI f{i’
1 at 19,
*8: gtaff Reply Br. at 14.

| ™ staff Br. at 16; Staff Reply Br. at 33,

* Direct Testimeny of Staff witness Jetlrey Michtk (Exh. 5-15}a121-23.
¥ fd 1 21-22 and Schedule IMM-3 and M.
" 14212323 and Schedule TMM-3 and M6,
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togethet; and Tubac, Mohave and Havasu toget.her.m

Staff states that it has always been concerned by the fact that the Company did not proposc a
consolidated rate design in its direct case. ™™ Suaif states that the Company has the burden of proof,
attd the Corapany’s fatlure to present a direct case in support of rale eonsolidation means that mu;:h
of the information Staff believes is needed to do a cosUbenefit analysis was not m the record.™"
Staff’s witness Mr, Abinah identified the following factors fhat Staft belicves should be considered:

. pubiic bealth and safety;

e proximity and location;

s zconodnies of scalefrate case expense;

s price shock/mitigation; -

e public policy; and

e how other Jurisdicions/municipalitics are addressing the issue.””

Staff also expressed concern ihat glthough the Company took action late i the proceeding 1o
hiold additic:ﬁal Town Hall meetings throughout ils scrvice territory where soch meetings had not
previgusly been held, the Comﬁany had net complied with the Commission's directive to hold Town
11all meetings in each district on the issug of rate conselidation at the time of the hearing >

| E. Stand-Alone Rate Design Proposals — Water Districts

1. Arizona-American Stand-Alone Rate Design

With respect to a stand-alone rate design, the Company requests that the Commission

institute its rate design, which consists of a4 pro-rila increase (o the exisling rate design for the

| districts.**

The Council states that if Company-wide consolidaicd rates are not adopfed, the cirrent rate

gtructure of the Anthem Water district should be retained, and that it prefers the Company’s stand-

1 d w25 and Schedule IMM-T and IMM-3.
M5 Sall Br, a1 22, viting w Direct Testunony of Staff witness Rljah Ahinak {Txh. S &) at 7, Slaff Tiepl}r Br. at 13,
M Ziaff Br. al 22, ciling to Diretl Testinony of Saff witness Elijal Abinah (Exh. S-16) a1 6-7; Staff Reply D, at }"'J
*1 Staff Br. at 22, citing to Direct TESIITI."ID!'I.} of StafT witness Eluah Abinab {Exh, ‘:‘-!15; a1 4-8,

¥ Sraff Reprly Br. ar 13. _
o B at42; Co. Reply Br.a0 24,

TI047
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alone proposal 1o Staff’ s because it relains the current tier levels for all meter sizes and increases atl

custemers’ bills by the same percentape rather than shifting revenues from residential to commercial
!

lasses of custorners.”

2. RUCO Stand-Alone Ratc Design

RUCO s pmpuav;—.:d tale design is gencrally the same as that proposed by th-: Company,
RUCQ recommends that it be m:f_.ﬂpttd.w’

3. ‘Staff Stand-Alone Rale Design Issues
a. Privaie Fire Rate

) Cun&astentmthlts meposal adopted m other cases, Stalf proposcs a..changc 1o the private
firc raic for the Anthem and Sun City Waler districts to the greater of $10 or two percent of the "
monthly minimam charge for the é.pplic-able meter size”® The Company opposes the change..
arguing .that it is unwaranied. The {fumpany betieves the change will lead o a dramatic shift of

TEVONLCS m other classes of customers. 397

StdfT recommends that its proposed Private Liire Rate be ddnptad in {his case.””*

_ b, Staff's Tier Strdcture:

The Council takes issue with StafFs proposed tier breakpninis and ratcs, arguing that Lhej'
are “without adequate foundation or support and would adversely affect Anthem customers.™™ The
Counei] opposes Siaff"s proposed increase in the rates for higher usage water customers and the tier
l:_urt:-cdc-pﬁmﬁ fnf larger meter siﬁas._ arpuing that Staff’s I-::wering.i"n.lhc ticr break points for
cormmmereial c:_usmméré, cdﬁp]ed wilh-gr.*eater-than-avera.g.e iﬁmases in the second ti_v:r ;:afe, could
increase some cominercial cugtomers” bills by as mueh as 230 pe;cenl_'m” The Council faults Staff
for not having performed a cost of service s:,i;ur:ij,.r to support its proposal and fr:n.r not &iscussiﬁg nomn-

cost {actors that it considered in amriving at its rate proposals, ™!

152

Council Reply Broat 20,
I RGCO N, at 67; RUCO Reply Browt 24,

I ¥ Phase 11 Tr. at 1259, -

¥ Cn B at 44

™ Sraff Reply Broat 11,

R Council B at 18,

P 14 ; Council Reply Br, at 20,
' Council Br.oat IB :
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Staff states that oneof thn: Commission’s primary objectives in settmg watcr raies 13 cfﬁcn:m :
use of WALET, and that Staff"s proposed revisions are intended to accomplish this objective. ™" btaﬂ
respotids that no party prepared a cost of service study m this LHSE_.. wcluding the Council, and that it
was not the responsibility of Staff, any more ﬂlat it was the responsibility of the Council, to perform

"3 Staft argucs that the lack of a cosy of service siedy should not act 10

a cost of service smdy,
prevent Staff from considering important Commission objectives and proposing rale designs in line
with those objectives.”™ Staff further argues that rates are not designed on cosl of service principles

aloneg, but that non-cost factors are often used by the Commission 1o set rates as well,

c. Staff’s Alternative 3-Tier Waler Rate Desivm

As h:quu.‘;str:d at the hearing, Staff provided a five tier rate design for the Anthem Water and
Sun City Water districts, Staft states that. its five tier rate design for those water districts would
provide a “lifelinc” level of rates suitable for low-income water users, which some parties support in
this case.*™

The Company requests that StatT’s alternative five-tier waier rate desigm be rejected. ™ The
Company belicves that the indtial breakpoints in Staff s altemnative is oo low, al 1000 gallons per
month for Sun City Water and 2,000 gallons per menth for Anthem Water.*™® The Company argues
that the tira:r.s are not appropriate for the Company’ s entire system, and that if the Comomission wishes
to move the Company to five tiers, the Company would pﬁfer that the tiers included in its
consolidated ratc design be adopted instead, because they are approprisic for all the Company’s

disinets. ™

d. Elimination of Capacity Reservation Charges

Staff recomrpends the eliminatien af the Capacity Reservalion Charges for the Anthem

™ Gtaff Reply Br. at 12,

Y5 g ar 12413

AR w13,

Nl

e Staff feply Br. at 12, citing w Magruder Br, at 20,
7 Co. Br. ar 42, 44-45; Co. Repi\f Br. at 24,

Y Og. Er at 44435,
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Waler district, as there were no asscciated revenues in the test vear and no significant change is

forccasted '* N other parly briefed this issue.

4. 5/8 x 3/M-inch and 1-inch Meater Monthly Usape Chargﬂs for Anthem Water

~ Stalf recommends againsl charging 1-inch meler customers the sarme 1ate as the 58 x 3/4-
incﬁ CUSLOINCEE, becéusc the average cofisumption of Anthem ratepayers with farger meter sizes ix
gr;:a’ter, at 11,203 gallons per month for 1-inch meter customers, in contrust o 4,016 pallons per
month for 3/ x 3/4-inch meter customers®'! Staff rcéummends that'if it ig determined appropriate
to charge a single monthly usage charge for both meter sizes, with a lower monthly usage charpe fl._)r :
1-inch meter res;id;]-_-.tj.alu customers, that the monthly usagé charge for 5/ x 3/4-inch customers |
should alsn be increased, and some ﬂdju&‘.tm.f.!.nt shoudd be made to the tier breakpoinis '

C.  Stand-Alonc Rate Design Proposals - Wastewater Distriets

b, Anthem’Apua Fria Waslewater District EiTlugnt Rate

DMB is the developer of a master planned community called Verrado localed in the Town of
Puckeve north of Interstate 10 in the southeastern f:}mhills of the White Tank Mountains ¥'* DMB - |
requesis Lhat & spu:ﬂlc rate be sot IDI eflluent praduced bv the ﬂn‘[hcm%gua Frin Wastewater

—:L

dmmcf-. 14

Currently, the Anthem/Agua Frr& Wastewater district does not charge DME for the
efffuent that it delivers. Instead, the Arua Fria Water digtrict charpes DMB for the efilucnt
55 DMB submits that $250 a0 acre-foot is
an appropriate and reasonable rate for effluent, as it is mhs_istent with the $227 per acre-foot tate
char ged by Arizona-American for its E-‘{ﬁhave Wastewater diétrict and with effluent rates charped b].:.
other ragulated Sewer companies, and as 1t is ahghtl;-,r less than DMIY's cost to use groundwater for

turf irrigation and other non-potable uses.

Cone Bella also urges the Commission ¢ adopt an effluent water rate of $230 per acre-foot

HY Divet Teslimony of Slafl withess Jefiicy Michlik (Exh. 5-15) a 9,
" grall RL‘P]v Br. ul 16.

312 fﬂl. . .

5 DMB fr a3

414 I af 2 .

fed at d, cliing o Phasc l[ lr at 18- ES
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for cffluent produced by the Anthem/Agsua Fria Wastewater district.”””  Antbem Golf concurs with

DMB and Corfe Beila that an effluent rate be set for ¢ffluent produced by the Anthem/Apua Fria

Wastewater district,’'®

Staff agrees 1hut.the effluent rate should be set at a level that encourages the use of efflnent
for turf irrigation. 1 -

The Company reqﬁtsts that the cfluent rate of $250 per acre-foot or $0.77 per 1,000 gallons
recommended by DMB for the Anthem/Agua Fria Wastewater district be adopted to govern the

direct use of effluent only.**

2. Anthem/Agug Fria Wastewater District Rate Diesizgn

The Anthem/Agua Fria Wastewater disirict is the only Company wastewater dismict thal
cwrenily has a volumetric charge incorporated into its residential rate structure. The volumetric rale
iz based on customers” water usage.  The cumrent monthly minimum charge for all residential
customers is $27.76 and (he volumetric charge is $3.4800 per 1,000 pailons with a 7,000 pailon por
month-ceiling, such thal a customer uging 7,000 pallons of water pér month 8 charged the samc
amount as a customer using 29.000 gatlons ol water per month.?' For commercial customers, the
riinimnum charges and commaodity charpes vary by meter size.

Stall recommends that the Company change 1ts method of billing its residential wastewater
cuzstomers 1o the method currently used by some. municipalities, with each residential customer
being billed based on that cusiomer's avaﬁge water usage for the months of Januwary, February and
March.** The customer’s billing would be reset every year based upon the customer’s water usage
for these thres months, at a rate of $9.5866 per 1,000 gallmﬁs."‘” S1aff states that while the
Anthem/Agua Iria Wastewater district is the only wastewnter district of the Company with

. . . N
volumetric wastewater rates, the curreat volumetric rate design dees nat encourage conservation.

T Corte Bella B, at 2.

~7 | " Anthem Golf Reply Br. at 2.

E T

Staftf Reply Br.at 135,

2 00, Reply Br. at 25,

1 Phase 1T Tr. at 126061,

* Nireet Testimony of Saff witnzss Teffrey Michkik {Fx]'l "q 15) at IE
* 1d .

1 Staff Reply Br at 10,
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Staff states that it broposed this waslewaler rate design because water usage during winter months
provides a more accuralc mprcsenﬁtiun of the amount of wastewater being discharged from the
customer's home vear-round, and resulls o a III'C"II.;: appropriate basis for wastewater charges.*

The Company argues that Stall"s proposcd stand-alone rate design for the Anthem/Apua Fria

Wastewater district should be rejecied because it would unduly increase the dependence of

wastewater revenues on water sales, which vary significantly from year to ycar; and which the

426

[ ‘nmfzan}-' asserts are declining in Anthem.”™ The Company argues that nv party has fully analyzed

+
1 427

the petr::ntlal significani water conservation eftc::t of this proposa Al the same time, the

428

The Council agrees with the Company that Staff’s rate design wuu]d increase the Lﬂmpany’s
dependence on waslewalcr. Tevenues hascc‘r on water sales which vary signilicanily, ad -5150 ﬂrgﬁes
that a pure mmnﬁdii}-‘ rate as Staff proposes would inappropriately deviate from basic cost of
service principles **

S1alf responds that it is nol aware of evidence in the record thal waler sales are deélining mn

Anthem, or that they vary significantly from vear to year or more significantly than is typical or

experienced h}’.ﬂlhﬂl' walier uumpalﬁas.ﬂn Statf contends that the monihs of J aﬂuarj", _Fcbi’uﬁr}’ and

March provide a more adeurate representation of customers” water usage thai the Company acmally

treats as waqlhwaLar et

In an .:ultrmpl 10 rebut Sraff’s pnsﬂmn that the months of .}‘auuar}, February and March would

be a more accurale re;pms.enldimn of watcr nsage that is actually T_radbed as wastewater, both the

Cnmpmw and the Council point to theTequirement in the Anthem commiunity that winter lawns be
overseeded "% Siaff statcs that while a document regarding the specifics of the overseeding

re'quiremenl,-was Gled in the dﬂckct, there is no evidence in the record as to how many customers the

3 Y yiregt T estirngny of Staff witness ]EHTE} blichlik (Exh, 5- 15} at l I,
e o, Br. a1 43,

) IEMG id - ' .
" Co. Br. ardd, citing to Rate Demgn R.Lbllﬂﬁ] Testimony of {"c-mpan} 'Mtness: Thomas Broderick (Exh, A-3%) at 5,

P Conneil Br, st 19,7

I Stafl Reply Br.ul 10-11.

! fdat 10, _ '

(o, Br. at44, citing to Exh. A-49; Council Br. at 19
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overseeding requirement would impaet, and to what degree.’™  As to the Council's recommended

elimination of the commodity charge and reversion back tw a fixed l:hal;g,e for all wastewat;r,m
Staff béliwes this wu:rulﬂ constitute a signiﬁaani step backwavds on the issue of «fficient wse of
water, ™ |
D.  Deconsolidacion of Anthem/Agua Fria Wastewater Disﬁ‘ict

The Council favors consclidation of all of Arizona-American’s districts under Scenario
One, 6 ilowever, the Council also takes tl}e position that absent a consolidation of all of ﬂriz'm.l&-
American’s districts, the ﬁnthemﬁﬁguﬂ Fria Wastewater district should be separuied into two
separate wastewater districts, with separate stand-alone rates set for each district™’ The Council
argues that the rate design of the currenl AnthemdAgua Frizn Wasiewaler district burdens Anthem
community customers because it “in effect is a subsidizaiion of Agua Fria waslewaler customers

»HE The Council proposes that in fthe event the record in this

under the existing rate design.
proceeding does not contain sufficient data to generate stand-alone tale designs for ils proposed
separate wastewater districts, that a consolidated rate design be adopted on an interim basis and that
this dacket be kept open for the limited purpose of designing and implementing stand-alone revenue
requiraments and rate dfl:signs for separate wastewnter disiricts as spon as practiceble, and in
acvance of the Company's nexi rate proceeding *?

The Company contends that there is no evidence in the record in this case 10 support de-
consolidated revenue ruqmremeuts for the distiet™ Staff agrees.*! The Company stales that if the
Commission determines Lhdl il is appropriate, it does not object to future deconsolidation of lhe
diswrict ip the Company’s next rate case, and requests direction from the Commission on whether to

file individual rate cases on a de-consalidated bagis. #

A1 taff Br. at 19 Saff Reply Br.at 10,
* Council By, at 19; Direet Rate T}emgn Testimany of Council witness Dan Neddbmger (Exh, Anthem-18) ax 4,
‘“Smffﬁr at 19.
8 Council Br. at 20,
¥ Fdat 9.3, Fnum:ﬂ Reply Er al 2§
B Cmumeil Br, at 19220, citing to Tr. 33)-334,
_”3"" Council Reply Br. at 21.
o, Reply al 25,
! giafl Reply Br.oat 14
¥4 Co. Reply Br, at 25-26.
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Good public policy requires the C_bmmissi:m e correclly assign cost responsibility for alt
ralenaking components i as expeditious a manner as pas;s.iblt, and deconsolidation of
Amnthem/Apua Fria Wastewater District is consistenl with such action. However, the record does not
include adequate rate base or operafing income informatiom to immediately impicmcnt stand-alone
rale designs for the resulting Anthem Wastewater district and Auxua Fria Wastevatcr district ar this
time. Therefore, we wall (i} approve the fatcs-adolited hergin for Anthem/Agua Fna Wastewatcr
district as a consolidaied distriel on an interim basis, and (1) order the docket in the instant
prcrcefding to remain open for the sole purpose of considering the_design and implementation of

stand-alone revenue requirements and rate designs as agreed 10 in the c.ett]ement reun.hed durmg the

Open Meeting for the Anthem Wastewater district and Agua Fria Wastewater district as soun as
lmssi.b.lr::_. The Company shall file its initie application ne later than April 1, 2011
E. Conclusions -
1. Consolidation
As RUCC EILkI](}W]EdEtS the gudl ol rate cﬂmuhdmmu is adxmrab1e but each case
conmdermg rate consnlidation  must he considered mdepcndcnm based on the. facts and
circumstances of the particular case. - in (his case, the Tacis. demonstrate that the ex isting large

dispanily i.n rates aﬁmng the Ccrmpany"s districls pregents an msurmountable impedimenf, ar thiy

-hme L tlalemd@ consolidation of rates for the Anzona-Amencatt warer and wastewater districts.

We agree wn_h RUCO that while statevnde rate Lunsulldatmn would undoubtedh help to amelmrate :

rale increases for some ratepayers 1n this case, When all other fucts are considered, that arnclmratmn

{oomes at 1oo high a cost. The propenents of consolidation do not propose partial consolidation.

Afer careful consideration of the [acts and arguments presented by the parties, we decline to order
the implementation of consolidated rates for the Arizona-American districts at this time.

" Also, in their comments, parties asserted that the topic of 1ale consolidation should ocour

where all of Arizona-American’s systems are being considercd, which would allow for fl.l.”

considération of al} the consolidation options and rale impacts. In the instant pfoceeding, most, ut

“}not all, systems are heing considered. Tn Hght ol party comments, we believe 1t 1s appmpriﬁté to
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Ofder_thc Company to develop a consolidation proposal that includes all of its systems, as well as all
of its S}fstenis without Sun City, and to file those-consolidation propesals in a future rate a pplicatinn_

2. Stapd-Alone Bate Desien Issues -

Of the stand-alone rate design proposals presented, we find S{all"s proposal to be the most

approprizte and reasonable, and will adopt i, as sel forih in Exhibit A, attached herete and

| incorporated herein,

Hxhibit A includes the five-tier water rate design provided by Statf for the Anthem Water
and Sun City Water distnets.  The gdopiion of Stafl’s five-tier mte design serves two purposes,
While we are not adopting consehidated rates in this case, Stall’s alternative desig;n moves the wo

water disiTicts troin the current threc-tier rate desipgn to a five-tier rate design, 50 that if conzelidation

is considered in the future, these two districts will alrcady have a rate design more amenable to -

conzolidation. Also, unlike the Company™s preferred five-tier rate design, Siaff*s lower first tier will
provide a “lifeling™ level of rates suitable for |ow-income waler users, s advocated by Mr,
Magruder. | _ |
~ Exhibit A adopts the private fire rate proposcd by 5taif, in accordance with our adoption of
similar private fire rates for other watcr utilities in the statc.
Exhibit A also adopts Staff's propesed changes to the current volumetric rate design for the
Mlhemfhgua Fria Wastewater district, based on the model used by many municipalities. and wil]
more acearately represent of the amount of wastewster being discharged from the customer’s home,

After considefing the record fhcts and the arpuments of the Cnrnpaﬁy, the Couneil, and Staff, we

i find that Statf’s wastewater rte design for the Anthem/Agua Fria Wastewater district will result in a

mote appropriate and faiver basia to ratepayers tnr wastewater charges than the current rate degign,
The current rate design results in lhe same residential wastewater charges for customers using 7,000
gallons of water a monih as for thﬂsc_cust:_:rmﬂrs using many tifncs morc. The cxstence of a
volumetnic rate design sllows us to mmed}f this inequity. The. change we adopt to the wﬁstm"ater
rate design ‘-:';rrj.].l allow custoﬁners to know more abnﬁt' how iheir water Usage impacts their

wastewater billing, and will therefore give them more control over their wastewater bills. Statts
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recommendation is reasonable and appropriate and will be adopted.

Stafl’s recommendation that the Capacity Reservation Charges for thé Anthemn Waler distesci
be eliminated is reasonable and will be adopted.

The requests of DMB, Cﬁrte Bella and Anihem Golt i repard to establishment of an cifluent
ratc arc reasonable, We find that an effluent reie of 5230 per acre foot, or $0.77 per 100G gallons
for all usage of non-potable effluent by the Anthem/Agua Fria Wastewater district, as agreed o by
the Company. is reasonable and it will be adopled. - -Tht: adjusted 1est year revenues in tﬁe parlics‘
ﬁl‘ld] achedulcs mcluded revenues from effluent water sold by Anthem Water at '1;2 56 pcr 1,000
galluns and no revenues f‘nr ctﬂuent water sales by ﬂn‘[hcmfﬁgua Fria Wa'atewatﬂr According to
the Compuny, undecr the $0.77 per 1,000 gallon eﬂluent rate, Anthem/Acua Fria Wastewater would
have realized test year revenges of §449,603. In order to u:-:si'abiish the new -a.Fﬂuam rate {or.
Antherm/Agua Fria Wastewater, Amthem Water's rales must be designe:ci to recover the resulting
diMerence in revenues from ather water sales. and Anthem/Agua Frin Wastewater's ]'ﬂtﬂ.ﬁ' must be
dz:signéd fo roflect the. increase revenues. The new efffuent rate for the Amhem;"Agua Fria
Wastewaler district is reflected on Exhibit A,

VIII. OTHER ISSUES
Al Sun ity Water Low Income Program |

COAL Lhe hudnn}j, in response to pubhc comment regarding the applu.amhtv of the curtent Sun
City Low In-:'r:rmez ngram 10 mndommmm dwellers, the Cnmpan}r was asked to lﬂnk Into a means
of adrmmstenng the program so that condnmmmm dweHers can partici patz.

_ In o filing dated July 38, 2014, the Company submitted 2 pmposal and recommended_in' a
pmt -hearing [ling docketed on July 30, 2010 & means to administer the existing Sun City low
income program (presently a $4 per month credit) to- the many thowsands’ of condominium®®
residents in the Sun City Wﬁter districl. As royuested duriné the hearing, the {Jcrmpanjf illl?'ﬂstig&tﬂ-a
and conducted outreach in relation to the Sun City L,oxw' income Program and is app_]iuuhil_il;,- 14}

Hi Th\. Company noted that the program can also 1nc1|_1du: some eiher mulbt- huuSmg sitwations such as mobile homes ps
wpropmte :
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condominium residenis. The Company noted that condominium resiﬂen’;s are not the direct
Ei.]SfCImQrS. of Arizona-American, but rather are served in groups, on larger water melers for which
the name on the account is the condominium assnciation or the management coupany that pays the
bills for the condominium assoctation. When a low income resident served in this way wishes 1o
receive a low income water credit on a water hill, neither the resident not the Company can require
the association ['I£} provide that credit to the- particular resident.  To date, therefore, enly single
dwelling unit residents have been eligible for Sun City’s Low Income Program.

The Company states that fellowing the hearing in this matter, the Company investigated and
conducted outreach on three possible options, only one of which 1s viable a1 this time:

DOption 1. The first {non-viable) option would involve the Company providing the low

Lncome credit as usual via the water bill and the association in tum providing that credit to the

qualilied low ineome tesident, mosi tikely {brough & reduction in the petiodic homeowner's

| assoctation fee. The assoeiation [ee 13 the means by which a copdominium resident pays for charges
i for water and many other services, such as landscaping, incurred by the association on bebalf of i3

residents. The Company staies that the associatiens with which the Company spoke de not want o

undertake this responsibifity, and that among their congerng are that they would be taking on a

liahility to aceurately fransmit low income credis.

Option 2. © As an alternative to providing the low income credit via the water bill, a
seeond (non-viable) option was investigated and wnulld imvolve the Company periodically {guarterly
or annually) providing E:ht:&?..kﬁ o C{Jnduﬁinium residents who quallif}' for the low income program.
The Company states that a number ol computer system and logistics challenges make this option 100
expensive and unworkable, with the primary challenge being that this cffort DSt oceur outside of _
the Company’s billing sysiems, because the fesidcnts are not the Company’s direct customers, [he
Company states thal it would need o create and maintain a separate process and separatc database
with.h&ndﬂffs from various Company employees in order to accuraiely provide checks. First, local
{fn;npany amplovess would need {0 determine in which asw{.:iati_ﬂﬂ the I&ﬁdﬂnt l.‘esidﬂs ang nE:xi

determdne the appropriate mulli-dwelling water sccount number for that dweller. Next, other

72047
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Service Company emplovees would need o sot up & process and syslem to provide the resident a
check to be periodically mailed to the resident. The loc.ai Company emplovess would later need to
perindhcally re-contact cach low ingome resident to ensure he/she is still residiﬁg in that unit. In
addition, the credits provided under this program would need to be periodically totaled and added to
the credits provided 1o single hoosing dwellers (o be ﬂ‘aﬂked.agaiﬂﬂ overall funding. That would
pequii_;c ﬁnﬂth@i‘ 5.::1 of accounting entries {pfchably menthly) lo the regulatory asset used for that
purposc. This process would ipvelve the training of employees Emd.thﬂ establishment of new
rcsponmbllmcs and would be qub]cct to perindic internal or external audit. As a resull, .‘.—.lgﬂlf- cant
rﬁsnurces wnuld need to be dmin_'ged to-a rclatwal} (b1 TalAly ’lC’Tl"\-lL}- Lo ensure tﬂﬂ:’:tl".'enﬂﬂh dlld
accuracy for this option. ' |

Option 3. As a viable Mtemﬁvem ihe Cnmp:.my sending checks directly to residents,
the Company states thal it has on scveral occasions discussed with the Sun City Taxpayers
Asgsociation (“SCTPA™ a mesns of administering this propram at a nominal cost. Under. this
allernative, he Company would ﬁmicﬂically [pmbabl}'. semi-antuallyy provide the SCTPA with a
lump sum of lundmg, {e.p., $20,000% in order for the SCTFA to cut checks fo qualifed low mcome

condorminium IESIGBHTS Lssentially, SCTP& wionld hﬂndie all tasks des.bnbed in the .hEC‘I'HILl upimn

above, The L‘umpan}r states that key features of this option would include the following:

a. SCTPA would process $4 credits for condomimium residents only, as single
housing residents wobld mnt:mu& to be pI'UBE‘ibE:d bv the Cm]]pan}r

b. S{CTPA would establish acoounting procedures to record 111fﬂrrndh0n aboul
each qualified condominium resident and low income crodit amounts
provided, SCTPA would maintain # separale bank account lor this e[Turt and
weuld periodically and alse wpon request mahe records available to The
Company or anolher intervenor for review in future rate cases (e.g.,
Commission Staff). SCTPA would only be retmbursed for reasonable dircel
costs to administer this program (e.g., ban]r.:mg and recnrd keeping fees) and-
an allncatmn of SCTPA labor costs.

¢ -SCITPA would periodically mfu::rm the Company of the number of low income
participants in order for the Company to elfectively menitor the 1,000
customer ceiling for this pregram.  ‘the Company would  penodicalty

* the Company stated that the credit amount m'i], be increased or decreseed by the Commizzion upan completion of -

future Sun City Waier d]l;n‘wt rate cases. A e:ondr.- resident’s credil wouhd equeal ific r.’:r-:‘djt provided to single hnmmfr
residents. :
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replenish the account via a ump sum as per anticipated requirements of the
program as communicated by SCTPA to the Company as regards ncar tetin
funding requirements. :

i. The SCTPA (which ammually prepares tax returns for approximately 4,000
residents) has . informed the Company that this approach would help the
SCTPA to beiter identify persens cligible for some of its other low income
related programs (e.g., property tax assistance), and the Company believes
SCTPA would be a trustworthy and reliable partner.

The Company stated that while details still remain to be worked out between the Cm.npany.
and the SUTPA, including a contract between them, they reached general agreement fﬂllﬂ‘.‘ﬁ]:flg. a-
July 29, 2010 meeting. The Company attached a cnf:y' of documents prepared i:riv SCTPA and
provided to the Company as their response to ;-a:rlier informa! discussions, The Company stated that
while a tew minor changes are anticipated to this document before it is final, the parties intend to
proceed 1o contracting in order 1o make the expansion of this impurlant low lpeome program fo
condominium dwellers oceur as soon as possible, The Company sl,a_tnd that it is very appreciative of
the SCTPA's rceeptiveness to tbi_s low income program.

The Commission commends the Company and the SCPTA in their joint efforis o extend the
benefit of the Sun City f,::w Incume Program to condeminium and uﬂler multi-housing dwellers. A
copy of the documents prepared by the SCPTA and attached to the Company’s July 30, 2010 filing
are gitached hereto as Exhibit B and incorporated herein by reference. We will direct the Company
to file within 60 days, or sooner if possible, an appHeation for approval of changes to the Sun City
Tow Tncome Program 1o ﬁxum{i the benefit -of the Sun City Tow Ingome Program to condﬂminium.
and other multi-housing dwellers, that gcncra]ly incorporates the prograrn outlired in Exhibit B, for
review by Staff. We will direct Staff to subsequently ré_vigw the C‘ompan}"s Sun City Low Income
Program filing and to prepare and docket, within 60 days of the Comj;}anji’s filing, a Recommended
Order regarding the Company’s proposed changes to the Sun City Low Income Program.

The Compatiy states that the current Sun City Low Income Program assumes participation of
1,000 customers, and assunting the 50 percent discmmt for 5/8-inch ]ﬁw income cﬁsmmcrs, the

updaied zinnuai subsidy 1s $54.000.**  Enrollment in the pmgrani- is presently less than 1,000

|5 Rebutta) Testimony of Compans witness Thowas Brodetick to Staff's Rate Design Testimony (Exh: A-30) at 1.
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customers ind the fund is over-collected. ™  The Company states that the current program’s
balancing account fealure allows the Compmn-- to late rcfund any over charpe or recover any under

W The Program serves up to

charpe, and authorizes a sureliarge which can be L:me:d up annually.
1,000 customers al a recommended discount of $4.50 per monih al an annual cost of $54,000 (1,000
times 54,50 fimes 12 biils). In lhe test year, the (housands of gallons used by the resmdential and

commercial Sun City Warer high block cnstomers was 2,093,842, Therefore, the amount of $0.026

{per 1,000 gallons must be added to the high block rate in order-to fund (he Sun City Low Ingome

Program. We find that th-: cuorrent huch block funding mechanism remains a reasomable means of

10 ﬁmdmg thc Sim Lil'}i’ Low lncom«e ngram and will order the L-:-mpam o con‘nnue 1t S

B. Infrastructure Imprevenent Surcharge (Sun C_lty. W-atcr}

'1'11._::: Cunipany proposed the. instituﬂ_on af a surcilarge to fund the rep_lacemcnt of. existing
assets such as maing, hydrants, melers, Lanks,_and booster stalions for thé Sun City -Wa_tér adim:;ric:.t.'wi
The Company states thal much of ’Eu.n City's waler inft_aslruuluﬁ: 15 hilty yea:"s old, and major
TmpTvements wiﬂ be reguired io continue prm*isiﬂn_uf sale and r.oliablc water service in this
distriet.®  Under the ‘_Cc_umpany‘s' Infrastruciure Trﬁprm_remen!. Surcharge (“IIS™ proposal, the
Companf would assess, twice per year, éésets that had been placed in service, and uéing the most

recently approved refurn on equity, depreciation rates, cost of debt, -_:api.ta] structore and revenue

1 pross-up _lhctﬁrs,.alcr_ng viith the esimated service life, the Company would caleulate an appropriate

Ieemrnoh (he assets and the depreciation expense on the assets.”" The total amount of the 118 would

be the retun on and of the qualifying assets, calculated as a percentage of the base revenuc
tequirctnenl from the prior rate case, capped at 10 ]:@crcc:nt.‘m Following the implementation of new
rates from any subsequent rate Gase, in which the assets would be subject 1o a prudency revicw, a

revised surcharge would be caluulaled removing from the surcharge yualilying asscts included in the

st gy

117 ‘rd . .

*8 Direut Testimony of Company witoess Chrislupher Bu]b (Exh A-Tla 4.,
“* Co. Br. at 39490,

1" Direct Testimony of Company wiihess L]msmpher fuls {}"xh A-5) at 4,

U 1d ut 6; Phase T Tr. at 4.—.54:6
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rate base m that u.';.‘;e.ﬁz The Company's witneés My, Tuwn*slcy testifed that this type of émcﬁa:gc
is used in other ijuri;:dic‘tiﬂns to replace aged i]1ffﬂéht1c-tLlre, and that the Naﬁnnul Assaciation of
Regulaory Utility Commizsioners (“NARUC™) water subcommitiee has endorsed such a surcharge
mechanism as g regulatory best ]:-r.rzau:ti-:e.453 | |
M, Tﬂﬁmsley testified that the 1IS would allow the Company lu meake pﬁld&ﬂt investments
in replacing existing infrastruciure and would alleviate Jarge rate increases fu:rr_f:u.stn::rrrn.&rs,”54 The
Company a:;ser.'ts that although the types nf.rep!accmﬂﬂts r_eq_uired for the Sun City Water district are
5

ordinary, the cosis for the replacements projected to occur are not ordinary, but quite farge.”” ‘the

Company argucs that the surcharge would allow the Company to earn a return on iis investments in

-4 limely manner, while at the same time allevialing “rale shoek™ it alleges will occur if all of the

anlivipated replucements in Sun City are addressed in. one tate case without any intEWBniﬁg MeAns
lo address the replacements in rates, ¥ _ | _

| RUCO oppeses the 1S, and recommends that the request be denied. RIUJCO does not
disagree with the Company that the Sun City Waler district infrastructure is old and needs repair, but
argues that the nesded improvements are normal, common and routine for a water utilit}.-'.qﬂ RUCO
states Lhal the costs in question are rowtine, are not extraordinary, have not been shown (o be .
volatile, have nol yel been incurrrzﬂ, and their amﬁunt is not known al this peint.*™® RUCO argues
that the recovery of expendifires f::rr plam. additions and improvernenls therefore does not ﬁ'ratrant
the axiraurdinar.}' ratemaking device of an adjustor mechamism, ™  but that the Company should |
instead seek recovery of the costs in a rate case where all of the rale case elements can be
considered, ™" | |

Staff alse opposes approval of the 115, Staff’s witness testified that ordinary infrastructure |

1 Dircet Testimony of Company witness Buls (Exh. A-5) al 4-6.
*? Phase 11 Tr. at 15-22. _

454 fd

% Co. Reply Br, at 24,

e 3 ' :

“TRUCO Reply Broat 14,

M RUCO Br, at 36,

9 pdoar 33, 36, - _

0 21300 Reply Br. ar 14.
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irﬁprm-‘enw'nts of the types contemplated by the Company’s proposal should ifstead be handled in
the noi‘mal_ ['ashia;n th_mll]gh g rate case -ﬂﬁ:er making the il.wer;;tmenl_%l tike RUC{J, Staff dﬂcs not
hélieve that the Company has offercd any reasons to justily its requesl ol extravrdinary reatrnont of
rouline pl.rmt in service ]I'I'lpl‘D"vEIIlE]‘IIq 0%

Statl and RUC( both argue thui while ihe Commission has approved surcharge mec'!}aui:-'.ms.
in citcumstances such as the imposition of arsenic (reatment standards by the U. 5. Environmental
Protection Agency (“EPA™ which have required signilicant investment by water companies, that the
Comimnission has Lf:sened the use Df ad]mtmant mechanisms 10 extracrdinary c1rcumstam:es 10

mitipate the qur::w:t of um:ontml]able price mlatﬂmr or unLLrt:-nnhr in the marketplace. ™

The Company. admits the surcharge would cover rontine invesiments in such items as meters,
maiﬁs, hydruiis, tanks and booster stations, .anrj; while the Company prt:rpc_rscd a cap on the increase |
belween rale casa:s._. the Company has not quantified the amount of the propesed surcharpe, ™ We
agrec with RUCD and Sialf that the recovery of e;.xpenditures for plant sdditions and improvernents
does not warrant the extraordinary ratemaking device of an ﬁjustor mechanism, and will therefore
net grant the r&quest for institution of an IIS. N

C. Anthcm."Aguu Fria ‘Watur District Facilities Hook-Up Fee Tariff

Staft pmpﬂsed several revisions to the Cumpan}f's hcmk-u]:r fee tariff for the Anthem/Apua

l-ﬁa ‘v‘uﬁ;aé;cwater ﬂistric-t_ to include certain reporting rcﬁuirements now required by the Commisston,

4n3

and to add additional lateral fees.*™ The Company uccepted the modifications, " Stail’s proposed

revisions are réas&nab]e, and the Company should file revised tariffs conforming with these -
appearing in .Hearing Exhibit 8-7 at DMI1-3, Figure 6 and DMH-4, Figure 7 at the time it files new |

schedules of rates and ch-arge_s,

":; Drireet Tostimony of Saafl witness .it:i'['r::} ]"rhuhltlc {L.ﬁ:h s~ '[3} at o
2 Fd

Y2 Craff Br. a1 11; RULCO Br. ot 33

18 Plagze 11 Tr. ot 413434,

4% Direct Testimony of Stall witness Dorothy Hams U:.}.h 5-7% at Ohi- 3 Figure b and CMH-4, Fipuee T"

i 1 abatral T‘b&tlmnn}r of Crmpany witess Thomas Broderick (Exh. A-That 18,

7047
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| . D.  Depreciation Rat.es _

Staff recommends that the Company be rﬁquireﬁ to uge the depreciation rates delineated by |
distict on the. schedile atiached hereto and fﬁcnrpural;ed lherein as BExhibit. C. _Slaﬂ’s
recommendsation is reasonable and will be adopted. | |

E ] L] E -] . E % W B * ) %
Having considered thf: entire record herein and being fully advised in the premises, the

Commission finds, concludes, and orders that:

FINDINGS OF FACT
Procedural History '
1. On July 2, 2009, Arizona-Amcrican filed with the Commjssion an application for rate

increases for its Anthem Water dmlnct Sun City Water district, Anthem.-‘Agua Fria Wastcwater
districl, Sun City Wastewater district and Sun City West Wastewater distriel. The application was
accompatiied by the pre-filed direct testimony of eleven Company witnesses. |

2. OnlJuly 13, 2009, Atizona-American filed a supplement to its application.

3. On August 21, 2009, Arizona-American filed an additional supplement to s
application. | |

4, On August 24, 2009, Siaff filed s Letter of Suﬁicienc},r indicaﬁng thal Arizona-
American hus E-ﬁtl:aﬂﬂtl the rec] mirements of A AC. R14-2- 1{)3 and c]asmﬁﬂng the Company as a
C]am A uility. '

3. On’ August 26, 2009, 4 procedural order was issueﬂ setting & procedural conference 1o
provide an opportunity for discussion of a hearing schedule, public notice, and other pmwdu.ral
issues prior to the issuance of a rate case procedural order.

6. On August 27, 2009, RUCO filed an ﬁpplicaﬁan. io Intervene, which was granted at
the procedural conféren& held on September 3, 2009, | | |

7. Un beptcmhcr 2,-2009, the procedural conference was convened as sch-zdu}ﬁd
Appearances Wwere entﬁ:red by counsel for the Cumpan} RUC{} and Staff. At the pmw:lura]

LT 72047
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conference, the Company indicated its plans to file a separate Tate’ uc;nso!idaﬂoll application.*
Ea_sed on that indication, the issue of appropriate cuslomer notice 61 a rate conselidation proposal
was bﬁ:nught to the attention ol the parties prf:sn.mt.thiE The procedural conference was recessed to
allow he pariies time 1o meel and discuss an appropriate form of nutice.

8. On September 3, 2009, the procedural conference reconvened as requested by the
partics. The Cﬂmpany stated that it intended to prt‘..r:;:;:‘;.d with the application as. filed, and not to file
the eate consolidation applicatien dscussed the prc:vmm day.**® The C Ompan} dgreed i prepare a
form of pubhc m'mce ot the apphcauan in cmperatmn wilh RUCD and ';Jtaf'ﬂ and to file it f'nr

cnnmderatmn

9. On Septejﬁbﬂr i4, 2009, ﬂrizona-mﬁerican filed a proposed form of notice as was
discussed at the September 2 and 3, 2009 prﬂwdural-confcrcncc; ‘Lhe ﬁliﬁg indicated that Stafl’ had
found it acceptable and that RUCO did not expect te .haw: comments on it The propuscd- form ol
notice mads no mem:inn of rate canmiidatinn and was to be provided omly lo customers of 1110:
ﬁinthem Water dhm-:t Sun City "J.atm districi, Anthem/Agua I'ria Wastewatcr district, Sun City
“Fr EELEW&'LEI‘ distnct and Son City. West Wastewater d!?tl"lﬂ

1. On Scptember 24, 2009, a pmcedural order was issued selling a He:a:ing on the
app]icatiﬂn for Apﬁl 19, 2014}, setting associﬁtv:d proceguial 'dead]ines,'and'rcqlairﬁlg the .Campa.uy
Lis} pmx.-iﬂe public notice of the upp]icatiﬁn ‘The Cmﬁpmw was ordered .tcu provide notice of the
1pp'1mt1un 111 the form pmpm&d b}r the Compan}f and agreed to by Staff,

1l. ~ On November 3, 2(]'[]9 the Council fled an Apphudllnﬂ o Intf:nene which was
grantcd by pmceduml order issued Navember 19, 2009, '

| 12, On December -8, EBD‘-}‘ Decision No. 71410 was Issued in the 08-0227 Duckﬁ‘t
Mecision Ma, 71416 ruled on the Cﬂmpdﬂ}" 8 ]]IE‘ulﬂllh Tale applmatmn for its Agua Fria Water
district, Havasu Waler dlstrlct, Mohave Wawr and Mohave Wastewater districts, Paradise Valley

Watf:r district, bun City West Water district and Tubac Water district. Decision No. 71410 staled

Tmn script of Septambc:r 2, 2000 Pm-:edura] Conference at 5,
M a 1420,
1w 27,
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that Dacket No, 08-0227 would “remain open for the limited purpose of consolidation in the
Cnmpany’é. next rate case with a saparéte docket in which a revenue-neutral change to rate desipn of
all Areong-Aanertican ‘Water Company’s water districts or other _appmpriate proposals or all
Arizoma-American’s water and wastewater districts or other appropriatc proposals mav be
considered  simultansously, aficr aﬁpmpriatc_ public notice, with appropriaic opportunity for
informed public comument and participation.”*™

13, {necember 21, 2009, the Company tiled affidavits of publication.

14, COn Décember 20, 2009, the Company filed an atfidavit of customer notice, indicating
that notice was provided as a bill insert to cusiomers mn the Company’s Anthem Water districl, Sun
City 'WEI‘II'SI' district, Anthem/Agua Fria Wastewatcr district, Sun Ciry ‘ulf:’as;tewaler district, and Sun
City West Wasiewancr districl.

15, On Januvary 8, 2010, Mr. W,R..H.ansen filed o Motion to Intervene.

4. On Yanuary 8, 2070, a Motion (0 Inlervene wag liled by PORA®s President.

I'7, On Jamary 11, 2010, a Motion 1o Imicrvene was filed by Apthem Golls General
Manager.

18. Om fanvary ZD 2010, the Company docketed a Notice of Filing indicating that it had

provided to Staff, RUCO, and all intervenors a CD containing a rate consvlidation spreadsheet

inghiding formulas and databases to model different consolidation scenarios.

19, On January 22, 2010, notice was filed in this docket that PORA’s Board .of Dirgctors
had specilically authonized Larry Woods, its President, 1o represent’if as an intervenor in this matter.

QG, By procedural order issued January 25, 2010, PORA wils granted inteﬁfﬁ‘minn, and i-n
the discretion of the Commission, pursuant to Rule 31(:1}(2.8} of the Rules of the Arizona Supreme
Court, Larry Woods was allowsd to represent TORA before the Cammission for. purposes of this
proceeding.

2 1. On January 25, 2014, Staff tled a Mutmn for BExtension, requesting an extension of

time to March 22, 2{}1{} to file its rate de:mgn tesumon}, which was due to be filed by Staff and'

™ Decision New #1414 at 7% -
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intervenors on March 8, 2010, The Motion for F.Xté:ﬂﬂii‘m indicated that the Cnrn.pan}' had agreed to
Stall's proposed extension of time. |

22. By procedural order issucd February 2, 2000, the deadlines for S1aff and intcrvenors
o file l;ule design testimony, and for the Companjf to file rebuttal thereto, were extended. The
February 2, 2010 procedural order grénmd intervention to Mr. W R, Hansen.

23 Om February 2, .2{]]{], WUAA ﬁlleld a Motion o Intervene, wlich was ranied by. |
procedural order issued February 16, 2010. . _

24, Om Fehruary 18, 2010, RUCO filed a Motion 1o Extend the Time to File its ]jireut

Required Revenue Testimony, regquesting a one week extension of time for RLUCO to file its direct

testimony an issues other than rate design due o the amount of dis'cm’ct}'. on issues that had required
analysis, and jndi::'ltiﬂ g that counsel for the Compuny had informed RUCO that it did not object to
RUC‘O s proposed extension of tine.

25_ By procadural order issued Febnaary 19, 2010, RUCO's tme cxtcnsmn raquent was

: pramed.

C26 On February 19, 2010, a letter was filed by W.R. [Hansen objecling 1o WUAA havkﬁg
hean grmned intervention. | |
27 On Fuhruarv 22, 2010, Brownstein ll].eatt Farber Schreck, LLP filed a Notice of
Appesrance of Counsel for Anthem Golf indicating that its pro kac vice admission was pendiﬁg.
28, On February 22, 2010, the direct testimony of Anthem Golf's witriess Dest Howe was
dnckeled.. | | | | _ |
29.. ~ Om February 24 2010, a rev 1304'_1 version of the 1\..11'{','1' filed by W.R. Hansen on
I"ﬂbmar} 19, 2070 was filed, _
30, "Dn February 24, 2010, RUCO [led a Notice of Dis'clus_ure_indi-:ating that its [irector
i_s.the daughmr ol a member of the Anthem Cumm:,:.n.it}' Cuu.ncil’s Board of Directors.
3] On Fab-mury 26, 201 0, Stall filed a Roquest for .an. Extension of Time to File Direct
Testimumy, raquas[ing.an addilional one week extension ﬁf time to file .its direct testim:.)ﬂ}' in this

case due 1o new unresolved issucs related fo plant in one of the Company’s disiricts, and that Staff _
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might noad to request additiona time, depending on information tcecived from the Company.

32, On March 1, 2010, a procedural order was issued granting the requested time
extensiﬁn and ordcring Staff to mnvene.repn:sentativcs of all the parties to this case in order to
discuss possible changes to other filing deadlines 1 this procecding, and to request a proceduaral
conference at which alternative scheduling proposals might be discussed by all parties if necessary.

33, On March 1, 2010, the Resorts Dled a Motion to Intervens.  The Resorts arc
customers of the Company’s Paradise Valley Water district. In the filing, the Resoris stated that on
Echruary 10, 201{, Lh_c Resorts Jcarned that this case was pending, and were provided an aganda 1o a
mecting at the offices of the Cﬁmpany entitled “Rale Ccmsnlit_ialinﬂ Scenarios.”  The Resors
atta;:hcd a.cop}r of the agenda 1o therr Motion 1o Lmefverle: and stated that it informed them thatl Staff
would be making a rate consolidation proposal on March 223 2010, in tlus docket, apd thal
responsive testimeny to Stafl”s proposal would be due on or about Apnl 3, 2010, The Resorts stated
that February 10, 2010, was the first time that the Resorts had notice that a possible consolidated rate
giructure would be dm-ralupcd for the Commuission’s consideration in this case that would then be
applicd to the Company’s ather districts, The Resorts noted that there might be other Ayizona-
American customers in uther districts that had not heen provided notice of this proceeding, and
might be directly and substanliaj]}' allected by rale consolidation. The Resorts requested a waiver of
the inlewen.linn deadline based upon lack of notice, and that thé}' be granted intervention |

34.  On March 2, 2010, the Council filed its response to Staff's February 26, 2010
Request for an Extension of Time to File Direct Testimony. _

35, On March 3, 2010, Arizona-American filed its R-espun'&e to the Resnrts’ Moton
Intervene and Request for Additional Intervention. I its Response, Arizona-American did not
object 1o the granting of mterveniton. and also peguested that the intervenors from the 08-6227 -

Docket be granted intervention in this case. !

! The following parties were intervenors in the 05-0227 Docket: RUCO, Clearwater Hills Improvement Associalion
(“Clearwater Hills™}, the Town of Paradize Valley £Town™), George E. Cocks, Patricia A. Cocks, Nicholas Wiighi,
Raymond Goldy, Lance Ryersem, Fatricia Elliont, Boyd Taylor, Keith Doner, Mallis McGraw, Rebecca b, Suimbardt,
Wilma E. hiller, Ine b: Souza, Stesan 3. Colburn, Shanni Ramsay, Denniz Behmer, Ann Robinet, Beny Newland, .

- R | 72047
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36, Chr March 5, 2010, Stall hled a Motion for Extension and Reciuest for Pm;:eduml
Conference. Staff stated that in accordance will .Ihe Marcﬁ_ 1, 2010 Procadural Order, Slaﬂ‘ mel wilh
the parties to discuss any pr{ﬁpﬂsed schedule changes. Staff included a proposed schedule in its
filing. |

'37. On March &, 2010, the Council filed its Support for the Commission Staff’s E‘v_la:;tiﬁn
for Extension and Requesi for Procedural Conference, _ o

38. On March §, 2010, the Counct! filed the direct te:stirﬁony of Council witnc.ss Dan L.
Neidlinger. '_ : |

39 | On I‘»’Iéicﬂ 8 Eﬁ}lﬂg Staff filed the direct testimony of Staff witnesses Gtralﬂ Becker,

Dﬂrorhj Haims, Juan Manmique and Garry MoMurry,

M), On March &, 2010, RUCO filed the direct tesnmon}* of RUCO witnesses William A,
ngab} and Ralph C. Smith.

41, On March g, 2(}1{] a pmcedmal order ¥ was lssued pranting the Resorls” Molion 1u _

Intervene and Staff's Motion for ]:.}':tcnsmn and Request for Procedural Conference. The precedural
mdef stated that In light of the Resorts® indication that S‘Faﬁ' ﬁlla:med to file a ratc consolidation
propasal with its'; rate design testimony in this docket, the notice iﬂﬂues.'initi;ﬂI}r rafsed at l.hE
Septemmber 2, 20409, pmccdural-muference must ba properly addressed. A procedural u:c-nference
was set to commence on March 12 2010, [or the purpﬂs:: of dl:.-::ussrng proper and appmpnate
notice related to an:, ratc mnsuhdalmn proposal made in this docke.

. 4»2_, On March 10, 2009, Thomas J. Ambrose flled a letter in this docket requcstiﬁg_ that
hiz ﬁamé be removed for all intervenor listings related to anv and all dﬂcl-;:-ets'pe.rtaining o the.
Al‘lznna Ameua.an Water Company, including but not hmlted to this dnckﬂt |

43; - On Mar{,h 12, 2010, Paradise Valley ﬁlad i Mntmn to Inten-'ena which stat:.,d that the

first time it had notice that a possible consolidated Tate structure would be developed for-the

| Commission’s consideration in this cese that-would then be applied to the other districts was .

Don Grubhs, Liz Grobbe, ks Kleman, Jacqﬁefy_n Yalentino, Lovis \?»"Ilsun,llkuku Whiteford, Marshall Magruder, he
Camelback lnn aird Sancmary on Camelback Mounlain, Toin Seckwell, Andy Panasuk, Thomus . Ambross, and PORA.
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Fehrudry 10, 2014,

4. Om March 12, 2018, thc procedural conference was convened as. scheduled.
Appearances were entered through counsel for the Company, the Council, the Resorts, RUCO, and
statf. Counsel for Paradise Valley also appeared, and was granted intervention, At the procedural
conference, S1all confimmed that it planned to file rate conselidation proposals with testimony on
March 29, 2010. Staff stated that while it was unknown at that tn what Stafl’s recommendation
would be, any Stall rale consolidation proposal would likely atfcet customers in all of Arizona-
American’s districts. Some patties present expressed the concern that a solution to the rate
consolidation notice issue ghevld net d.e]a}' the scheduled April 12, 2810, cormmencement of Lhe
hearing on the Company’s application. The paﬁias were informed that in order to al]uw'.an _
appropriate oppertunity for infr:mﬁad publie comment, interventior, and full participation of any
party wishing to participate in the ralc consolidation portion of the upecoming hearing, that porion of
the hearing would have 1o be delayed. Staff was directed lo proceed with its proposed Mazch 29,
2010, filing of testimony and exhibits on rate design/rate consolidation, and the Company was
dirceted fo file its rebuttal festimony on rate design/rate consolidalion.on April 5, 2010, as proposed.
The parties were informed that a procedural schedule for the filing of intervenars’ responsive
testimony Lo rale d&ignfralu consolidation testimony would be forthcoming. The Company agreed -
1o draﬁ a form ol public netice for provisien to all its customers, and to circulale the draft among the
parties for mn‘uﬁents priot to filing an agreed-upon form of notice by M‘dlﬂi'l 19, 2010. Dus to the
need to provide public notice Lo all customers, the Company agreed that forther consideration of the
Company’s request tor a@ditional intervention was not necessary, _

45, On March 15, 2010, Roberl J. Saperstein, lpcal counse] for Anthem Golf, filsd 2
Motion to Associate Counsel Pro Huc Vice. N

46.  Also on March 15, 2010, the Council docketed & Motice of Filing Revised Fxhibit,

47, On March 16, 2010, the Company ﬁled a Noti-:e of Filing Form of Ncﬂica The
Cnmpﬂﬂ}’ indlcated that it had clmufated the attal::hed proposed form of notice i all pd.["llbb, and had

ineorporated all com mentq reccived from the parties at the time nf f' hnL

o9 L DECISION-NO. _%




27
28

DOCKET NG, W-01303A-09-0343 ET Al

48.  On March 18, 2010, a.pmcfudural order was issued bifurcating ihe hearing in this
matter into two phuses, with Phu_t'..x.# Il 1o include Commission consideration of rate design and rae
mnsoli-daﬁon igsues, and seiting the hn.:aring on Phase 11 issues tc; commeﬁc-e on May 18, 2010. The
procedural -:rrﬂer directed the Company (& mail o each of its customers in all its districls public
notice of the hifurcation, the new intenrentiuﬁ deadline for Phase II, and the hearing dates and fling _
dea dlil‘lEIS for bath Phase [ and Phase 11 of (he proceedings. The ordered form of notice was based un.
the C::-mpem}f‘sﬁ March 16, 2070 [Aling. The nulice stated that intervenors who swould be participaling
in Phase |1 of the 11::at'ing would be re.quirt',& 0 appéar at the prehearing conference scheduled [or

April 16, 2010, ‘the prm,edl_wal order also granh—:d a{fn‘ussmn pro hac vice 1o Bradiey | Herrerna,

—_— r———

44, Om March 19, 2010, W R Hansen docketed comments on the proposed Torm of

rlmti{:c.. - _ |
50 On March 22, 2014, the Company ﬁlr::d the rebuital testimony of its witnesses Paul

Townsley, Thomas M. Broderick, Joseph L. Gross, Sandra L. Murrey, Miles H. Kiger, Linda ).
Gmawski and Bente Villadsen. -

5. On March 23, 2010, the Company filed revised rebutlal schedules m support of the
positions ol 1ls witnesses’ rebuttal t;stimﬁﬁy filed on March 22, 2010

52. On March 23, 2010, a procedural order was issued setting a public cominent sessich |
io be held by Comenissioners in Anthem, Arizona, on April 7, 2010, in order lo .allm{r CUSTOMErs {;{f
Arizona-American to provide public comment for the record in this case Al Anthemn, and ordering
the Company o provide public notice thergof, |

53,7 Omn March 24, 2010, Marshall Magruder filed a Motion 0 Iniervene, 1;Ji.}:m::h was |

granted by procedural order issued Apl‘ll 8, 2010.

3 On March 29, 2010, Staff filed the di rect ‘tE"{EHIIDI]}’ of its witness Jelfrey A Mlchllk'

| on rate demgn and rate conﬂuhdallﬂn

35. On March 30, 2010, Staﬁ filed thf: direct testimony of 1 jts witness Eh]ah h Ahlnah Dn_.
rzil_e desigﬁ and rate consah dation.

“156.  On March 30, 2010, the Company filed a Notice of Filing Affidavit of Customer

e DECISION NO.




LIF )]

e

DOCKET NO. W-01 303A-09-0343 BT AL, |

Motice ac required by the March 18, 2010 procedural order.
| 5?. On March 31, 2020, the Company requested issuance of a procedural order allr.:}wing
112 witnzgs Eerﬂe Villadsen 1o appear telephonically at the hearing. The request was pranted by
procedural order 1ssued April 13, 2014,
58. " On Apnl 1, 2010, Arvizonps-American [iled a Muotion o Extend Deadline 10 File

Rebultal Tesl.imun}r, in which the Company requested two additional duys, uwntil April 7, 2010, 1o

file its rebuttal testimony on the issue of rate design, including Staff's rate consolidation proposals.

Arizona-American indicated in its request that none of t]lé parties had an objection to the extension.

5. OnApdl2, 1010, a pmcﬂduﬁ] order was 1ssued granting the Company” s request for a
deadling extension,

60, On April &, 20140, DMB filed a Motion to Intervene,

&E. On April 7, 2010, W.R. Hansen filed his rate design and rate cousolidation rebuttal
testunomny, |

62, On Apnl 7, 2010, the Company filed the rate design and rate consolidation rebuttal
testimony of its witnesses ‘Thomas M. Broderick and Constance E. Heppenstall.,

3. On April 7, 2010, the Commission conducted a public comment as scheduied in
Anthem, A;izx:-na, _

64.  On April 13, 2010, Larry D. Woods iled a Motion Lo Intervens.

63. On Aprid 14, 2010, Corte Bella and W_R. Hﬂﬁscn each filed & Motion 1o Intervene.

6. On Aprﬂ. E4, 2010, Anthem Golf Ailed a Notice of Frrata.

67. - On April 15, 2010, Philip H. Cook filed a Motion to Tnicrvenc,

68" On April 15, .2[}1[}, the Company filed 2 Notice n:rf. Adoplion of Testimony and

Certain Corrections. | |

69.  On Aﬁri] 15, 2010, the Council filcd the surrebuttal testimony of its witness Dan L.

Newdlinger.,

T, O April 15, 2000, Staft liled the surrebuftal testimony of its witnesses Uﬁfald

Btcker,:ﬂomthy Hains a_Lﬁd Garry McMurry.
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71 On April 13, 2010, the Company filed a Notice of Filing Testimony Sumrnaries.

T4, Cn April #5201, RUCO filed the. surrebuttal testimony of its withesses William A.
ngsb} and Ralph C. Smith. |

73 On April 16, 2010, RUCO filed the revised surrebuttal testimony of its witness
William A. Ripshy.

74, On Aprid 16, 2010, the Council filed a Prehearing Memerandum on Disputed _Refimd
Payment Issue. | _ _

75. O Aprl 16,2010, the prehearing conforcnce was held as scheduled. Duting the

prehearing conference, entiiies who had timely fled régquests [or intervention in order to participate

iin Phase TT of the hearing in his matter appeared. The perties reguesting intervention in Phasc T of

this proceading were informed that their participation would be limited to the procedural parameters
set forth in the March 18, 2010 procedural order, and that aside from the eifects of possible rale
sonsolidation, (he rate designs of the Company’s districts other than itz Anthem Wﬁt;r [hstrict, Sun
City Water Disiricl, Anithem/Agua Fria Wastewatcr District, Sun City Wastewater District, and Sun
City West Wastawﬁmr Distrrct will not be revisiled in this procceding.

. T6. On A]jril 14, 21]1!], a provedural order was issued granting intervention to lJMH,
Larry D Woods, Corte Bella and Philip H. Cook 5ub]e¢,t 1 e pmcedural parameters set fﬂl’th in the
March 13 2010 procedural order.

ris On April 19, 2010, the Couneil filed Summaries of Nirect and Surrebuttal Teslimony

--uf Dan. L. Neidlinger.

78 - OnApri1 19,2010, Phase [ of the heariﬁg in this matter commenced.

79 - On April 20, 2010, RUCO filed a Notice of Viling Testimony Summary.

80, On April 20, 2010, Staff filed .a' Notice of Fi.ling '[estimony Summaries,

8.1:. On April 20, 2010, Senator David Braswell, State Senator for Lagis!ati';.re TXstrict 6,
filed a lefter stating that he was opposcd to thc Lompamf 3 pmp-:rqed water and Sewer rate mcreaqea:
for its Anthr:m custorers, -

.RZ. Un ﬂapm 21, lﬂlﬂ Staff filed a Notice of Filing Festimony Summaries.

| - 72&47
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g3, {n Apri_l 22, 2010, a filing signed by “Glenn W, Smith, T.reasurt:,” and “Richard Alt,
Leader,” was docketéd. The filing requesied intervention for Scetisdale Citizens fﬂr.Sustainahlc
Water (“SWAT™), and stuted that SWAT is a represcntative for 17 homeowncers gssocialions.

B4, On April 27, 2010, Arizona-American filed 11s Response to Motion o Intervene in
which it requested that SWAT's Motion to Intervene be denied. The Company staled thal the
i.nten-'ent.iﬂn request was not dockeied mitil April 22, 2010, well past the April 15, 2010, deadlne for
intervention of Phase [l of this procceding.  Arnizoma-Amernican also stated that contrary tn the
_requirements of Rule 31{d)(28) of the Rulez of the Arizona Supreme Coutt, 1 did not sppear from
the filing thal SWAT had authonzed representation by a lay person in this proceeding,

&3 On April 27, 2010, RUCO {iled a Notice ol Filing Testimony Summaries,

36. On April 27, 2010, W_E. Hansen [iled a Notice of Errata.

87 Cn April 29, 2010, Phase T of the heanng in this matter concluded.

32 On May 3, 2010, a letter from the Commission’s Utilities Dhivision Direclor was
docketed. In the letier, the (Ntlities Division Direclar recommended and requested that a public
comment session be scheduled in Sun City, Arizona due to the number of requests from customers
ol the Company’s Sun City Watf:r Division for a public comment session in Sun City regarding the
pending rale case and the propesed rate consclidation, as well as the number of x»'ﬁtt;n complaints -
and/or inquiries received from Sun Clity Water customers. | -

§9.  On May 3, 2.{}1{}_* a procedural order was issued scheduli_ﬁg a local puﬁlic comment
session to be held by the Cnn'-missic.rnar-s on May 17, 2010, in Sun City, Arizona in order to allow
customers to make comments regarding the pending rate case and the _prﬂp{}séd rate consolidation.

0.  On May 3, 2010, the Resorts filed the rate désig;n and rale conselidation direct
testimony of their witness John 8. Thomton.

9.  On May 3, 2014, RUCO fled Lhe rate design and rate consolidation direct [ﬁstﬁnun}'
of its w'unesses Jodi A. ferich aﬁd Rodney 1. Moore. |

93, Cn May 3, 2010, the Council filed the rate design and ralc.ccrnsoliﬁation direct
testithony of its withess Dan L. I‘-h:idling:a:r. : B | | |

et
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93, On N_Iay 3, 2010, Paradize Valley filed the rate design avd rate consolidation direct
icstimony of 1ts wilness Paradise Vali;:y Town Manager James C. Bacon.
94, " On May 3, 2018, W.R. Hanscn ﬂléd his rate desipn and rate consolidation direct
teslimony. |
| 95 On Mﬁ}' 3, 281¢, Marshall Mapruder tiled his rate design al_u:l rate consclidation
dire.cl lestimany, |

9. Onm M:tj,f Zf}]f} Tarry 0. Woods filed his ale ddng‘n and rate consolidaiom direct

! te stimony.

§7.  On May 3, 2010, Anthem Golf filed the vate design and rate consolidation tEsHmony

of its witncss Dc_:si Howe,

Og: Dﬁ I'vLﬁ-‘ 4, 2010, BUGCO fil;e:d a Notice of Frrata,

99. On May 4, Z{Jl{j, the Company filed 2 Motion for Proteetive Order.

100.  On May 5, 2010, the Company filed a Nolice of Filing Form of Protective Order.

101, On Nay 5, 2010, the same filing docketed on April 22, 2010 was filed, but 1;1'i1]1 an
additional page attached. T]_1e aL!;ac.'hecI page staled in parl that = . .. SWAT has authorized Richard
Alt, President and Gleon Smith. Treasurer, to file necessary papers to qualify as Intanreiﬁrs in -the
Rate C-::rns_ul_idatinﬁ Réqw_ast of Hrizaﬁa—ﬂmerican Water Cﬁmpﬂﬂ}? ST
- 102, OnMay 6, 2010, a proeedural urrler_wﬁs iséucd conditioneally grémting_ inteﬁentinn 150}

SWAL SWAT’S intervention was made cunditiﬂnal on SWA'T filing, no later than May 17,2010, &

{ document demonstrating cr:rmpham.e with the conditions reqmmd b},r Rule 31{d)28) of the Rulcs of

appearance of l::nun%el The pmceduml order further provided that iF SWAT ﬁ]ed the reqmred

! dmuments 1o make its conditional intervention eﬁ"m.lne 1t would be allowed 1o PH.TL]LI]."_IME in his

proceeding through lts appointed replﬂﬂﬁ‘ntatn-e, sub_]cut to the parmnaiﬂra- of the March 18, 200

procedural order issﬁe-:i in this docket, The procedural order stated that in the event SWAT did not

e the required documents (o> make itsw_:»nm:l-i‘riuﬁal miervention effective, 1ts mdividual members

L‘.c-_ulﬂ appenar at the commencement of Phase I ol lhjs_r.;rm:eeding on. Maly' 18, 2010, and orally
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pmvidc puiﬂic comment on their own behalt,

103, Tollowing issuance of ihe May 6, 2010 procedural order, no further filings were made
by Glenn W. Smith, Richard Alt, or any other person represcnting SWAT.

104, Cn Ma}* 6, 2010, a procedural order was issued approving the protective order which
was illached thercto as Exhibit A, |

105,  Parties [ling cxecuted copies of the protective order include the Council, W.R.
Hansen, Marshall Magruder, RUCO, and Staff. The Company alse filed copics of the protective
order executed by Arizona Couwrt Reporiing Service,

106. On May 6, 2010, the Company filed a late-filed exhibit consisting. of cmail
correspondence between the Company and the Diaisy Mountain Fire Dhstrict.

107, On May 7, 20190, ihe Company filed the redacted tesbmony of its witness James
Jenkins regarding the impact on the Company of a proposal [113,!:[&. by the Council’s witness Dun L.
Neidimger (o phase. in the Pulte advance repayments made during the 2008 test year and Mar-ch
2010,

108, On May 11, 2010, RUU(} filed a late-filed exhibit reparding the Company’s Artzona
pension costs.

109, OnMay 11, 2010, Paradise Valley filed a Notice ol Emata.

110, On May 11, Zﬂlﬂ,. the Company filed an objection to the revenue reguirement
testimony of RUCO®s witness Rodney L. Moore set forth on puge 5 of Mr. Moore®s rate design
testimony,

111, OnMay 14, 2010, DMB fited a Notice of Filing Summary of Testimony.

i12. On M._a}' 14, 2010, me.Cﬂmpan}* filed the rate design and rate conselidation rebuital
testimony of Company. witnesses ‘Thomas M. Broderick and Constance E. lieppenstall,

113, On May 14, 2010. Marshall Magruder filed his-rate design and rate consolidabion
rcbuttal testimony. | |

114, On May 17,2010, the Company filed a Notice of Filing Testimony Summaries.

115.  OnMay 14, 2010, Mmshajl-Magmder filed a Summary of Testimony. | "
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j16. - Om Ma}j 18, 2010, the Conincil ﬁ]&d a Notice of l'iling Testimony Summary.

17, On May 18, 2010, Anthem Golf filed a Notice of [Niling Testimony Surrimar}r.

118, On May 18 and 19, 2010, thé Counecil filed Testimony Summaries. _

139, On May 18, 2010, Phasc II of the hearing in this matier cuﬁmﬂnuud as scheduled., -

120. Om May 19, 2010, the Council filed a copy of a May 17, 2010 letier from Jack
Neblitt, President of its Board of Directors, to Jodi L. Jerich, Director of RUCO. -

121, On Mav 20, 2010, RUCD filed a Motice of Filing lestimony Summaries. .

122, Om May 21, EUID Stafl illec‘r a Notice of I iling” lﬁtlt‘l’!{m}f Summanes.

123, Om May 26, ’?ﬂlﬂ the Company filed as a late-filed exhibit a dt:é.t.rlpllcrn of iis
communm putreach in relation to raﬁ-; consolidation. .
124.  On May 27. 2010, the Company filed the rate consolidation scenarios Tequested by
Commissioner Maves during Phase [T of the hearing, _
125, Om Jupe 3, 2010, Pﬁase IT ol the hearing in.this martér concluded.
126, On hane 4, 2010, Suﬁervisar Totm S_bckwe]l, Mnﬁﬁva.('inm@ District 2 Sﬁp«:wisnr,
filed a lcticr in opposition (o rate consolidation, |
' 12?.' Un June 9, 2010, the Company filed as a late- filed Cx_hlblt s responses to Stﬂﬁ?q data
requests rclaung, to rate cnnmhdatmn _ ' '
128. - On June 11, 2010, the Company led s revenue reqmrcmcnt fina] schedules,
129 OnJune 17, 2010, the Company filed the redacted version of the evidentiary hﬁ:&ring
transcript Volume 3, Phase [1, dated May 20, 2010,
130.  On June 18, ZDIﬁ, Staff filed its revenue requirement linal schedules.,
131, On June 1§, 2010, .thf: Conncil filed il.:-i TEVENLE n:'quir.cmunl [inal schedules,
132, On Tune.22, 2010, a letter from the 'Sﬁn City Grand. Community Association '_

.{“Assdcia:tiﬂn”] was docketed. The Asseciation’s letier roquested that “cither the diswict of which

| the Association is a part {the Agun Fria Water District) be permancntly removed from the rate

consolidation proposal, ot that the Association be gramied a reasonable extension of time to file a

maotion o intervene in this matter."
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[33. On Jﬁnﬂ 24, 2010, RUCO fled its revenue rr;:quiremeﬁi {inal schedules.

134,  On June 25, 2011, the Compuny filed a Response to the Association’s June 22, Ei]lﬂ-
filing. . The Company viewed the June 22, 2010 Icticr as a request for intervention, and
recommended that such request be denied as uﬁtimeljr. The Company further noted that intervention
is not necessary for the Association 1o express its opposition 1o con&nlldatmn

135, Om June 25, 2010, Staff filed itz rate design and rate ccrnsohdatmn ﬁnal schedules.

136, OnJunc 25, 2010, the Compeny filed its stand-slone rate design final schedules.

137.  On June 25, 2010, the Resorts filed their rate design and rate consolidation final
schedules.

13%.  On June 28, 2010, a June 24, 2010, letter from Jack Noblitt, President of the
Comncil’s Board of Direclors, 1o lhe Comunissioners and Mr. Broderick was tiled.

133 Op June 28, 2010, Marshall Magruder filed final ratc design and rate consolidation .
achedules, |

14, On Jume 30, 2010, the Company filed a Notice of Additional Town Hall Meetings
indicating that it had scheduled addutmnal town hall meetings in Lake Havasu City {July 6, 2010},
Bullhead City (July 7, 20103, Sun City (July 9, 2010}, Scotisdale (July 12, 2010), Tubac (July 13,
2010), Surprise (luly 14, 20103, Sun City West (July 15, 2010), and Anthemn {Tulv 26, 2010), to
discuss the issue of rate consolidation. |

| 141. Dn Jung 30, 20110, a copy ol the June 22, 2010, letter docketed by the Sun Ciiy Grand
Lommunli}f Asgsoclation was mailed to all parties of :rcr;r:rrd

142, On July 1, 2010, the Company filed revised revenue requitement and sland-alene
rate design schedules for its Sun City Wastewater district.

143, On Ju]}' 2, 2014, the Council filed a Notice of Filing Rate Design Schedules. f

144, Cln Juiy 6, 2010, the Company filed a notice of change of address fnr its July 7, 2610 -
town hall mt:r:tmg on Tate cunsohdatmn issues for Bulthead City.

143, On Tuly 6, 2{}1{} the Cﬂmpﬁl’l}- filed revised revenue rr.:qummunl whedul@s tor n:t' '
Sun City Water district. .
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146.  OnJuly 8, ZGI{}: the Council filed a Notice of Frrala (o its June 28, 2010 {iling. -
147 Oo July 12, 2010, Staff filed a Notice of Errata Reparding Rate Design Schédules for

| the Sun City Water District.

148, On Tuly 12, 2000, a [ling was docketed by Ekmark & Fkmark, LLC. The filing
stated that the [irm represented ihe Association with respect to matlers of general .;:crunsal-._ and that
the Association had retained different counscl to represeni Uhe Associaiion with respect to this
matter, The July 12, El}lﬂ. filing siated that the-June 22, 2010 filing was made “on behalf of t,h-c
Agsociation in order 1o provide a public comment with respect to the pending water rate case”

149, On July 14, 2010, a procedural order was issued indicating that that the ﬁnﬁsaciﬁﬂﬂﬁ’s

Jume 22, 2000, letler expressing ils vpposilion to rate conselidation in this proceeding would be
considered public comment by the Association in the record of this case.

150, On July 16, 2010, closing bricfs were filed b}f.lhe'Cumpﬂn}?, the Council, Paradise
Valley, W.R. Tlansen, Larry Woods, Marshall Magruder, DMB, Corte Belta, RUCO, and Statt.

151, On July 20, 2010, Paradise Valley filed a Notice of Frrata. |

152, Om July 3, 2040, the C{Jmpan}« filed a Notice Regarding Town Hall Mectings
indicating that it had-t.:umplfted the town hall mectings set forth inits June 30, 2010 Gling. Anached

to the Notice was m example ol the slide presentation made w the mestings and the handout

1 distributed to attendees of the meetings,

153, On July 30, 2010, the Company filed a recommendation regarding the administration
of its Sun City district low-income pmgrém m-cmldmﬁiﬂium and other multi-housing residents, in
addition to the dlready -eligible :.mglt: dmellmg unit r'SSleEﬂt‘i

154. Cln Augus‘t &, ZDID reply briefs were filed by the Lﬂmpanv the Council, Anthem
{Golf, Marshall Mﬂg’uder DNTH Cm—te Bt.]la., RUCO, and ?mﬁ' '

135, Omn August 16, 2010, Ma:shall I‘rlabrudar filed a , Notice of Errata

156. (m Dctuher 1, 2010, RUCU filed a Nouce of Flhng W lﬂ'lt]IHWEl of Ph&Sﬁ"
Pmpﬂsal RUCO statl:d that subscquent 10 ﬁlmg its closing bncf 11 becamc ﬂpparent to RUCO that.

due 1o carnmg costs and other costs that dlluw the - Company full recovery nf m; revenue

72047
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requirement, no verston of RUCO's proposal, or modilication te it, wmuulu:l'_mm:l.lal]},r result in a raic
design more beneficial to Anthem's ralepayers than RUCO’s stand-alonc rate design, and
accordingly, RUCO withdraws its alternate phase-in proposal. _

157. ﬂn MNovember 2, 2010, a lotier dated Ociober 13, 2010 addressed to he
Commissioners from the Council was filed. The letler siated that 1t listed the Council’s enacled and
planned watcr conservation measures ot the Anthem cnmlnﬁnity. The letter inviled Commissioners
to contact the Council.

158,  On November 9, 2010, RUCO and 1he Council filed a Notice of Joint Filing of
Supplemental Information. '

139, {On November 12, W.E. Hansen ﬁlf:{l a Notice of Change of Emait Address.

180, Approximately 3,681 written public comments were filed in this docket, including
pelilion signatures, in opposition 1o the Company’s requested rate increases in the districts. - Many
comments were related to ratc coﬁsa]idaﬂﬂn. Whilc a few public comments were filed in support of
rale cousolidation, the great majority of public comments filed expressed obpﬂ5itinn to rate
consohidation.

Iletermingtions

16].  Arizona-American is a wholly owned subsidiary of American Water Works, the
largest investor-owned water and wastewater utility in the United States. American Waler Works
owns a number of regulated water and wastewatér subsidiaries that operate in 32 states, in addition
o noti-regulated suhs_idiaﬂr::s. American Waler Works raises debt capi_ta] for its subsidiaries thrﬁugh
ils fumumg subsidiary Arnencan Water Capital (_'._,Drp.. Arizona-American operates twelve water’
and wastewatcr systerns in Arizona. Arizona-American is Arizona's lafgest Imveslor-owned wale.r
and wastewater utility, operating iwelve water and wastewaicr systems m Anzona, serving
approximately iSD,ﬂDD customers located in portions of Maricopa, Mohave, and Sama Cruz
Counties.

_ 152, buri_ng the lest year, thel,ﬂmthem Water district served approximately 8,700
customers in the Anthem Community, the Sun Cit}f .Water_disn'ict served ..ap}'m'_n:uximate]}r 23,00
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customers in Sun City, the Town of Youngiown, and small sections of _fcoris. and Surprise, the
Anthem/Agua Fria Waste'.-,vater district served approxiumately -10,121 customers in the Anthem,
Verrado, and Russell Ranch communities, the Sun Cily Wastewater district served approximately
21,965 eustomers in Sun City, the Town of Youngtown, and small sections of Peonta and Surprise,
and the Sun City West Wastewater district served approximately 14,968 ::usmﬁ]ers_ m Sun City West
and the Corte Bella communty. | '

Anthem Waikcr ' |

163, For the Anthem Watcr.district, Applicant recommends a revenue requirement ol

1$13,455,431, which is an 1ncrease of $5.962,687, or 7058 percent, over its adjusted test }"-I:ﬂl‘.

rovenues of 57,492,744, -Apphcant’s recommendation for the Anthem Water distnict would resull in

an approximale $37.37 tncrease for ihe averape 58 x 3/4 inch water meter residential customer,

from §37.22 per mouth lo $74.59 per moath, or approximate]y 100.40 pereent.  Under the

Company’s propusal, a median usage (8,000 gallons/month) Amthem Water district residential
customer on a 5/8 % 5/d-inch meter would cxperience an increase of 533,46, approximaiely 100.39
percent, from $33 33 per month o $66.79 per montth, or approximately 100.3% percent.

164.  For the Anthem Water distriet, RUCO recommends a revenue requirement of

(312,516,000, which iz an increase of 25,023 268, or ﬁ?.ﬁéi percent, over its adjusted test year

reverues of $7.492 732, RUCO’s recommendation for the Anthem Water district would result in an
approximate $27 34 incrcas:e. for thie average (9,616 gallons/month) 58 x 3;‘4- inch warer meter
residential cus‘mmer,. from $37.22 per month 1o $64.56 per month, or approximately 73.46 percent.
A meﬁiﬁn usage (8,000 gallons/month) Anthem Walér.disuict' residentiat customer on a ¥/8 x 3/4--
inch meter would experience an increase of $24 .48, approximalely 73 43 pe.l_'u;t;ni, fmml$33.33 pet
month .to $57.81 per month. |
165, Tor the Anthem Water dismict, Stafl recommends a revenue tequircment of
F13,420.925, which is an increase of $5,928.181, or ?9.1.2: ﬁerceﬁl, over its adpusted tt:ét yoar
revenﬁes of .ST:49-2;?4-4, Satfs rec(:mmmdutiun.l'ur the Anthem Waler district would rcsult. in am

approximate $28.62 increase for the .a1;=eruge (9.616 gallonsfmﬂnthj 5/8 % 3/4 inch water metor
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rc.sidmtiai cuztomer, fron: $337.22 per month to $65.84 per month, or appmxima_taly"?ﬁ.ﬂﬂ percénl.
A median usage {8,000 gallens/month) Anthem Water district resideniial customer on a 5/8 % 3/4-
inch meter would experience an increase of $22.67, approximately 68.02 percent, from $33.33 per
month to $56.00 per montﬁ, Staffs alternative 3-tier rate design would result in an apprﬂximaté
$24.09 increase for the average (9,616 gallens/month) 5/8 x 3/4 inch water meter residential
customer, from $37.22 per month to $61.51 per month, or approximately 64.72 percent. A median
usage. {8,000 gailons'month) Anthem Water district residential customer on a 38 x 3/4inch meter
would experience an increase of S18.67, approximately 5602 percent, from $353.33 per month to
£52 .00 per month. |

166. The fair value rate base of the Anthem Water district is'$57,249 836

167. A Far value rate of relurn for the Anthem Water district of 6.70 percent is reasonable
and appropnate.

168. The revenue increases r&ques‘fed by the Applicanl for the Anthern Waler disiticl
would produce an excessive refurn on FVRIS. |

169.  The gross revenues of the Anthem Water district sﬁullld increase by $35,453 750,

170. The revenue requirement authorized herein for the .Antht:m Water distriet s ¢
$12,9416.4%4, which is an i-ncrq-aase of $5,433 750, or 72.79 percént, over adjusted test year revenues
of $7.492.744. The bill elTects of lhe males adopled hereitr for Authem Waler disirict residential
customers are shown in Exhibit A.

171, According 1o 'Qtaﬁ', the Maricopa County Environmental Services Division
(“BMCESD™) has determined that the Anthern Waler distnict 15 currently delivering water that meets
the waler quahty standards required by Title 18, Chapter 4 of the Arizona Administrative Code.

172, The Anthemn Water Jisirict 15 located within the Phoenix Active Management Area |
( AMA”Y and the Arizona Department. of Water Resowrces (“AD WR "} has determimed that it is in
mmphance with the AINPWR requirements governing water providers. . .

173, It is reasonable and in the pnuhnlur imicrest to autharize the Company to cstablish a

deferral account to allow it to defer (ank thaintenance £xXpenses for the Anthem Water district until

T2047
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lhe next rale case for lhn.: district, ai which time the Company may present cvidence in support of
.recm*cry of the deferred cxpense amounts for consideration. | | h
Sun City Water

174, For ihe Sun Qif}' Waler district, Applicant recommends a revenue requirement of
$11,161,011, which is an increase of $1,877.910, or 2023 percent, over ifs adjusted test year
revenuss ul'.SFS',ZRll 0. Applicant’s ra:uununcndaiion for the Sun City Water district would result in
an approximate $4 64 increase for the average (7,954 gallons/monthy 5/8 x 3/4 inch waler meter
residential Cu%tumtrb from $1l5 73 per rncnmh o 5?1 37 pet menth, or appmmmateh 2? 74 ]'Jercen[

175, " For the Sun City Waler dlé.i‘r]ct, RLLU recommends - a revenue requmemenl ol

12
13

14
15 |

16
17
1%
19
20

22
23

43
26
27

28 |

£5.787.589, which 15 an increase of $504,488, or 5.43 percent, over its adjusted test }"EELI" revenues of
$9283.101. RII I["D s recommendation for the Sun City Waier district would resnlt in .Lm
gppr::ximﬁlt; $1.22 incrvase for the average (7,934 gallons'monthy 3/8 x 34 inch water meter
restdential customers, [rom $16.73 per month to $17.95 per month, or .ﬁppraximmﬂlj‘ 7.29 pevoent,

176, For the Sun City Watér district, %aff recommends a Yevenue requirement of
FL1 126,179, x;rh.i{:h 15 an incrcase of $l;843,{l?8, or 19.85 percent, over il:s adiusted test year
revenues ol £9;283.101, Sl recommendation for the Sun City Water district would resﬁlt in an
apprnxiﬁate $1.42 increasc for the 'aw;mgc {7,954 gallons.’mcrﬁth} 38 x 3/4 inch water .meter
regidential customer, from $16.73 per month o $18.15 pur r:'n;_rnth, or approximately §.49 percent. -
*'-ita'FF’q allernative ‘S-ﬁ:er.rau-:- design wnﬁld resilt in an approximate 82,16 increase for the average
(7.9534 Eallnnymonthﬁ 5/8 x 34 inch water meter residential customer, ﬁ'am $16.73 per month o
$15.89 per mont}] o1 approximately 12 '91 perceni _

177. T hﬁ f‘sur value tate base of the Sun City Waler district i3 $28,188 865, |

__ 178. A fair value rate of retumn for the Sun City Water district of 6.70 percent is reasonabie

and aﬁpmpn’aLE | |

1?9. The revenuc increases rc:qucstad by the Appl;cant for the Sun ity Waler district "
would pmdum, an cxcossive refum on 1"".*" RFS

180, The gross revenues of the ‘:un City Waler district shuu}d incrcase by 1,601 1,522
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- 18L The r{:vcﬁuu requirement authorized herein for the Sun City Water district s
31!},3'94,523, which is an increasc ol $_1,{iI 1,522, or 1736 pereent, over its adjusted test year
revenues of $3. 283 101, '

182.  'The bill effects of the rates adopted herein for Sun City Water district residential
customers are shown on Exhibit A, '

183.  According to Staff, MCESD has determined that the Sun Ciiy Water distriet is
curtently delivering water that meets the waler quahity standards required by 11tle 18, Chapier 4 of
the Aneona Administrative Code.

184, The Sun City Water distoct is locatled within the Phoenix AMA and ADWR has
determined (hat i 15 in compliance with the ADWR requircments poverning water providers.

185,  Tiis reasonable and in the public interest to require the Company to reduce water loss
in the Sun City Water district’s PWS No. (17-099 10 below 10 peoreent before it Ales ils next rate
case, CC&N, or financing application for the Sun City Water district, not including currently
pending cases, whichever comes firgt, and to require that the Company continue tracking the water
loss for PWS No. d?_—ﬂgg for three years and submit the data collecied every six months, with the
first watcr loss tracking report for PWS No. 07-09% 10 be filed as a compliance item in this docket
within 180 days of this Order. |

186, It is reasonable and in the public inwr.&st to require the Company lo file, within 60
days, or sooner if possible, for review by Staff, an application for approval of changes 1o the Sun
City Low Income Program that generally incorporate the program outlined in Exhibit B, in order Lo |
cxtend the benefit of the Sun City Low Income Program to condominium and other muili—]-musiug
dwellers.

187. * It is reasonable and in the public interest to require Staff to review the Company’s .

Sun City Low Income Program and to prepare and docket, within 60 days of the Company's filing, a

Recommended Order tegarding the Company’s proposed changes to the Sun City Low Tncome

Program.
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" 188, It is reasonable and in the public interest to authorize the Company to continue the
curtent high block funding mechanism for the Sun City Low lncnfm: ]"méram.
Anthem/Apua Fria Wastewater
189.  For the Anthcm/Agua Fria.Wastcwater district, Applicant recommends a revenue
requirc:mem ol $13,929,889, which is an increase of $5,2092,887, or 68.21 percent, over its adjusted

lesi year revenues of $E 637, {]{]2 Applicant’s re:cr:rmmzandaiiun for the Anthern/Apva Iria

‘I-Ud,&tewatt’:r district would resull in an apprux:mdte $38.74 increase for an average water usage

(3,632 E_d]lﬂn'\'- per mnnth} 5/8 x 34 inch waier meter residential LLI.‘:.[UHIEI’ rom §$47.36 }JE‘I month

1o $86.10 per month, or appmmmatﬂ} B1.80 percent.

190. For the Anihem/Apun Fria Wastewaler distncl, RUCO recommends g revenue

jrequirsment of 513,684,829, which 15 an inciease of $5,!}4?_.T[}G_. or 58.44 percent, over its adjusted

| test vear fcxrtnuﬁs of $8,637,123, RUCOY s recommendation for the Anthei‘nmgua [ria Wastewater .

district would resull in an approximaic $28.72 incrcasc lor an average water usage (5,632 pallons

1 i:ner month) 38 x 3/4 inch water meler residential customer, from. $4?,36 per menth to $76.08 per

monih, or approximately 60.64 percent.

1_9]_. For the Anthem/Agua Friz Wastewater .dislriul, Statt rccommends a revenuc
requirement of $13 668 321, which is an increase of 551ﬁ3 1-;193; or SR 25 percent, over its adjnsted
test }'éar revenues of $8,6837.123, Staff’ S_FEI.ZIJmmﬂﬂdﬂliD!'t for the Anthem/Agua Fria Wastewater
district wonid result .in'an approximate $6.69 increase for an average waler usage (5,632 gﬂ!lﬁnﬂ per

montl) 5/8 x 3/4 inch water meter residential customer, {rom $47.36 per month Lo $54.{]5:pér menth,

jor aﬁpmxima:tel}' 14, 13 pELTEnt,

192,  The fair value rate h.asﬁ: of the Anthem/Agua Fria Wastewater disirict is 545,116,527,

193, A fair value rarc of return. lor the-Anthem/Agua Fria Wastewater district of 6.70

perccht'is reasonable and appiopriate.
194, The revenue increases requested by the Applicant for the Anthem/Agua lria
Was-tm'atcr district would produce an cxcessive retamn on FVRE. .

195, The gross fevenues of the Amthem/Agna Frig Wastewater district shoutd increase by

73047 -
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B4,657,770.

196.  The revenue requirement authorized herein for the Anithem/Agua Fria Wastewatzr
district is $13,294, 893, which is an increasc; of $4.657, 770, or 53.93 perc:mﬁ., over 1ts adjusted test
year revenucs of $8,637, 123.

197.  The bill cffcr.:ts of the rates adopted herein for Anthem/Apua Fria Wastewater disirict
residential customers arc shown in Exhibit A,

198.  According to Staff, Anthem/Agua Fria Wastewater district is in Full_mmpliance_wilh
Arizona Depariment of Environmental Quality {"ADEQ™) requircments for operation and
majnienance, upe:r_alu.ur cettification, and discharge permit Jimils.

199, 10 is reasonable and appropriate to approve consolidated rates for the Anthem/Agua
Fria Wastewaler disivict on an mierim basis; to keep this docket open for the sole purpose of
considering the design and implementaion of stand-alone revenve requirements and rate designs as .
set torth in the & greement reached during the Open Meeting for the Anthem Wastewaler district and

Apna Fria Wastewater district; and tor require the Company to file, no later than April 1, 2011, an

applicalion supporting consideration of stand-alone Tevenue requiremends and rate designs as set Tor

the Apreement. Because the Sun City Crand Community Association is served by the Anthem/Agea
Fria Wastewater district and expressed an interest in consolidation issues after the hearing, it should
be provided nouce of the application.

200, Il reasnﬂahle and appropriate to require the Company to fite, at the time it files new
schedules of rates and charges, revised hmk-uﬁ fee tariffs for ils Anthem/Agua Fria Wastewater
district that conform with those appearing in Hearing Lxhibit 8-7 at DMH-3, Figure 6 and DMH-4,
Figure 7.

Sun City Wastowalter

201, For the Sun City Wastewaler distﬁct, Applicant recommends a revenue requirerent

of $7.906,547, which is an increase crf $1,965,520, or 33.08 percent, over its adjusted test }feiar.

revenues of $5.941,027. Applicant’s recommendation for the Sun City Wastewaler district would -

result in an approximate. $3.14 increasc for the average 5/8 x 3/4 inch water meter residential

72047
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customers, from $13.69 per month to $18.83 per month, or appfuximately 37.55 percent.

-2

202. For the Sun City Wastewater district, RUCO recomumnends a revenue reyuirement of
87,435,703, which is an increase of 31,495,322, or 25.17 percent, over its adinsted test vear revenues
of $5,940,381. - RLICO’s recommendation for the Sun City Wastewater district would resull in an
approximate $4.01 increase for the average 5/8 x 3/4 inch. water meter residential customers, from
$13.69 per month to $17.70 per month, or approximately 29.29 percent.

203.  For the Sun City Wastmﬁter-disu*ict,ﬂtaff recommends 4 revenue requirement of
$7.665,720, which is an increase of $1,725,339, or 20.04 peraent, over its adjusted test vear revenues

of $5,940,381. Staff's recommendation for the Sun City Wastcwater district would result in an

approximate $4.37 increase for the average 5/8 x 3/4 inch water meter residential customers, from §°
per motith ta $18.06 per manth, o ﬂppmxi_mﬁtel}e 31.92 parcent. |

12
0 204, - The tair valué rate base of the Sun City Wastewater district is 315,489,977
4 205. A fair value rate of retumn for the Sun City Wastewater district of 6.70 percent is

s rcasonable and appropriate. |

206. The tevenue increases requesied by (he Applicant for tha Sun Cily Wastewnter
disinct would produce an excessive refurn on FYRB.

| 207. The zross revenues ol the Sun City Waslewalor disirict showdd mwrease by

$1,621.157. |
| 208.  The revenue requirement authorized heremn for the Sun City Wastewater district is
$7,561,53%, which is an increass of $1,621,157, .or 27.29 percenl, over its adjusteﬂ lest year revenues
of $5.940,381. | | |

200. The hi_H effects - of the rates adopted hersin for Sun Cif}' -wastgmrater district
J'E!Eff.iﬁﬂﬁﬂf cgsm.mers are shown in-Exhibif A |

210,  The typical ADEQ compliance status is not applicable for the $un City Wastewater

district because the Company’s system in that district docs not inchide a wastewater treatment plant,

The wastewater cﬁlle;:ted_ in the district is transported to a Ci_iy ol Tolleson wastewater teafinent

plaut for treatment and disposai.

. o 72047
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Sun City West Wastew#ter

| 211, For the Sun Cily Westl Wastewaler districl, Applicant recommends a revenue
reqﬂ.iremcnt ol 7,161,933, which is an increase ol $1.500,223, or 26.50 percent, over ils adjusted
test year revenues of $5$f.:61:?1{]. Applicant’s recommendation for the Sun City West Wastewater
district would result in an appID}.{imﬂtE $6.54 increase for the average 5/8 x 3/4 mch wzﬁ.er meter
residential customers, fram $25.01 per month to $31.55 per month, or approximately 26.15 percent.

212, For the Sun Cily West Wastewater district, RECO recommends a rovenue
requitement ot 56,419,979, which is an increase of $758,269, or 13.39 percent, over jts adjusted test
year revenues of 53,661,710, RUCO's rccommendation for the Sun City West Wastewater disirict
would result in an approximate $3.36 increase for the average 5/8 x 3/4 inch waler mcter residential
customers, from $23.01 per month to $28.37 per month, or approximately 13.43 percent.

213, Fer the Sun Ciry West Wastewatcr district, Staif recommends a revenve reguirement
al $7.137.298, which is an increasc of $1,475.588, or 26.06 percent, over its adjusted tesl year
revenues of 35,661,710, Staff's recommendation for the Sun City West Wastewater distnet would
result in an approximate $6.51 increase for the average 5/% x 3/4 inch water meter residential
customers, from $25.01 per month to $31.32 per month, or approximately 26.03 percent.

214, The fair value rate base of the Sun City West Wastewater district 1s $18,096,538.

213, A fair value rate of return for the Sun City West Wastewater-district of 6.70 percemn is
reasonable and appropriale.

216. The fevenue increases requesled by the ﬁppﬂcant for the Sun City West Was'tcwz;ler
district woold produce an cxeessive returmn on FYRE:

217, The. gross revenues of the Sun City West Wastewa&r district sﬁuuld increase by
$1.326,805. | |

218, " The revenue requitement authorized. herein for the. Sun City West Wasiewater
district is $6.988,515, which 15 an increase of $1.326 805, or 23.43 pemem;._nver s ﬁl:ljuﬂted test
year revenues of $5,661,710. -

219, The bill effects of the rates adopted herein for Sun City West Wastewater districl

17 - ._ NECISION NO. 72047 _
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Tesidential customers are shown in Exhibit A.

2’2{!.. m._:c.ﬂrdiﬁg to Staff, the Sun City West Wastewater is in tull c:mﬁpli:.—mce with ADEQ
requirements for operation and maintenance, operator cerlification, and discharge permit limits,

221, It is reasonable and appropriate to require the Company to utilize the depreciation
rates Staff recommmends that are delineated by district on the s:;hedule attaci]ed hercte and
incorporated herein as Exhibit C. .

222. The Company, the Council, RUCO and Staff met during a recess from the Open

Meeting io discuss possible resolution to a phase-in prnpﬂsal and crlher 1ssues. The aforemenfioned

pal'tlEB agreed to terms as s-:t forth in the discussion of pmpmﬂd phase-in plans herein.

223, Itisjust and reasonable and in the pubNc interest to adopt the terms of the Agree&cnt
reached by the Company, the Council, RUCO and S1afT as sel forth herein,
| 224 ‘ihe Commissicn believes it is in the public interest for Arizona-American to
conserve groundwater by implementing Best Managemend Practices for all of its systems not already
required to do so under Descision Nos. 71410 aﬁd 70372, We believe ‘the Cnmﬁa;ly shoutd he
veguired to, within 99 days of the ef[’éctive date of this Drecision, submit ten BWVIP s for each of these
systeq'nsﬁ 115. 2 compliance itém in this dockst, in the form of tariffs that substantially conform to the

templates created by Staff (and aveilable on the Commission’s web stie) for the Comumission’s

review and consideration.

| CUNCLUSIUNS OF LAW

' 1. ' Anmna—ﬂunmcan is a pubhc service curparauon pursuant g Aricle XV of the

1 Arizona Ccmst:ttutmn and A.R. S §§ 40-250 and 40-251.

2. The Commission has jurisdiction over Arizona-American and the subjec! matter of

the apphc:atmn
3 N-:-tl-::e of the proceeding was provided in conformance with law.

4, The fair value of Anmna—ﬁmencan g Anthem Watcr d;stm:l rale basa 15

produces rates and charges . that, wath the phase-mn agreed to_ by 1_hc Company, arc just and

L gy
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reasonsble.

5. The fair wvalue of Arizona-Amctican™s Sun City Water distriﬁ rate base is
$28.188,865, and applying a 6.70 percent fair value v&te of retumn on this fair valu.e. rafe b.ass.
produces rates and charges that are just and reasonable.

6. The fair value of Arizona-American’s Anthem/Agua Fria Wastewater district rate
base 15 $45,116,927, and applving a 6.70 percent fair value tate of returm on ﬁs fair value rate base
produccs rates and charges that, with t]ﬁé phase-in agreed to by the Company, are just and
reasonable.

_ 7. The fair value of Asizona-American’s Sun City Wastewater district raie basc is
$15,489.977, and applying a 6.70 percent fan’ valoe rate of return on this fair value rate base
produces rates and charges thal are Just and reasonable,

3. The fay value of Anizong-American’s Sun City West Wastewater district rate base is
518,086,338, and applving a 0.70 percent fair value rate of return on hds fair value rate base
produces rates and charges that are just énd reasonable,

9. The rates and charges opproved herein are just and reasonable,

10.  The rate design approved hetein is just and reasonable.

11. It is reasonable and appropriate to approve consclidsled rates lor the Anthem/dgua
Fria Wastcwater district on an mterim basis; to keep this docket open for the sole purpose of
considering the design and implementation of stand-alone revenue requi.temenﬁ and raie designs as
set forth in the Agreement reached during the Dﬁen Meeting fc:f the Anthem Wa;sl.ewater district and
Agua Fria Wastewater district; and to requilje the Cowmpany to file, no later than Apal 1, 2811, an
application supporting consideration of stand-alone revenue requurements and rate designs as set for
the Agreemeni. Because the Sun Cily Grand Community Adsociation is served by the Anthem/Agua
Fria Wastewater district and expressed an intlerezst in consolidation issues after the hearing, it should
be provided notice of the apphication. _ _

_ 12, - It ié reasqn}able and appmpriai_te {0 require the Company to ﬁIé, at the time it files new
schedules of rales and charges, r_eyised hoolc-up fee tonffs for its Anthr_amfﬁgua Fria Wnstéwater

19 . DECISION No. 72047
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district that conform with those 'af:.{:»earing-in Heanpg Exhibit 8-7 at DMH-3, Figure 6 and DHH—iI,
Figute 7. '

I3, Il is reasonabie and in the public interest 1o aufhorize the Company to establish a
deferrat account to allow it to defer tank maintehance ﬁ}{]J;EﬁI'lSES ;f_'ur the Anthem Wator districl L‘Lhtil
(he mext rate case for the district, st which time the Company présent evidence in support of
recovery of the deferred expense amounts for consideration, |

14, TItisreasonable and in the public interest to reg uire the Company 1o reduce water loss
in the Sun City Water district’s PWS Nﬂ 07-099 to below 10 porcent before it files its next ratc
case, CC&N, or financing application fm the Sun City Waiﬁr d1str1cl, ol muludmg L-LllTﬂT’_lﬂ".-

pending cases, whichever comes first, and to n,qmn thal the Company continue tracking the water

less [or PWS No, (7-099 [or three years and submit the dara collected every six months, with the °

first water loss tracking report for PWS No. 07-099 to be filed as a compliance item in thiz docket
within 180 days of this Order. | |

15 It is reasonable and in the public interest to require the Company to file, ﬁ-iﬂﬁn &0
days. or sooner 1l possible, for review by Staff. an appl_icatioh for approval of changes to the Sun
City Low Income Program that generally incnrpt}rate the program cutlined in Exhibit I3, in order io
cxtcnd.iha benefit of the Sun City Low l'nﬁ;ma Progrant to condominium a.nd' other multi-hcrusihg
dwiliers. | . |

6. It is reasonable and n the public friterest Lo Tequire Staff to review the Company’s
Sun City Lﬁw Inéome Pro eram and 10 prepa're and duc.imt, within 60 days of the Cﬂmpahy’s ﬁling; a
Recommended Order regarding the Company’s pf@pnsed éhanges o .thﬂ Sun City Low Inv.;:::-me
Program. o | )

17. It is reasonable and .in the public interest to authorize the Company e vontinue the
cutrent hiph hlc:cﬁ Tunding mechanism for the Sim City Low Income Program. _

18 Itis reasonab]e. and in lhe public inlerest & require the Company to wtilize the
deprec_iapic-n rates Siaff recommenids, that_ ara de]ineaj_ted' by distmict on the schedule aﬁached hereto

and incorpﬂr'ated hercin as Exhibit C.
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19.  Ttis reasonable and in the public interest to adopt the terms of the Agreement reached
by the Company, the Council, RUCQO and Staft as set forth herein.

| ORDELR

[T 15 THEREFORE QORDERED that Arizona-American Water Company 1s hereby authorized
and directed to file with the Commission, on or before December 31, 2010, the schedules of rates and
charges attached hercto and in.corporated herein as Exlibit A, which shall be effective for all service
rendered on and after januar}r 1,2011,

IT 13 FURTHER ORDERED that Arizona-American Water Company shall notify its
customers of the revised schedules of rates and charges authorized herein by mesns of an insert in
their.next regnlarly scheduled billing in a torm and manner acceptable to the Commission's Uiilities
Division Staff. . _

IT [S FURTHER ORDERED that the docket in this proceeding shall remain open for the sole
purpose of considering the design and implementation of stand-alone revenue requiremnents and rate
designs as agreed to in the settlement reached doring the Open Mes;ting Ior the Anthem Wastewater
district and Agua Fria Wastewater district,

IT IS FURTHER. ORDERED that Arizona-American Waier Company shall Gie, no {ater than
Aprl 1, 2011, an application supporting consideration of stand-alone revemie requirements and rate
designs as set forth in the Agreement reached durin.g the Open Meeting for the _ﬂLﬁﬂ]em Wastewater
district and Agua Fria Wastewater district. i |

IT I3 FURTHER ORDERED that the raies approved herein for the Anthem/Apua Fria
Wastewater district are intemﬁ rates subject to change pursuant to a Commission determination on
the above-ordered filing. |

IT IS FURTHER ORDERED that Arizona-American Water Company =hall serve a copy of
the above-ordered appHeation on the Sun City Grapd Commnunity Associafion ai .Lh:: time it is
dockated.

“ITIS F[JRTI—[ER ORDERED that Avizona-American Water C‘nmpemy shall file, at the time it
files new E.chedu]ea of raley ;md charges, rev ‘rsed hook-up fee tanifls fm: 115 AnthemdAgua Fria
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qutcwah:r district that conform with those appearing in Hearing Exhibit $-7 at DMH-3, Fiém'c 6
and DMH-4, Figure 7. _ | " _

. TT IS FURTHER ORDERED thal Arizona-American Water Company shall file, within 60
days, or sooner if possible, for review by Staff, an application for approval of changes that generally
{ncnfpﬂratc: the program outiined in. Exhibit. B, to tﬁn: Sun City Tm_v Income Progiam in order to
extend the benefit of the Sun City Low Incoms Program to condominium and other multi-housing
dwellcrs.

IT IS FURTHER DRDER_ED that'Staff shalfl revi-ew the Company’s Sun City Low Income
Program ﬁimg and shall plepara and dﬂckcl " within 610 da};s of the Company’s filing,

Recommended Ovder regarding the Compan} 5 pmpnsed nhéngas to the Sun Cily Low [ncome

Program. _
| ITIS F[ﬂ('f’l IER.DRDERED that Arizona-American Water Company is hereby authorized to
continue the-current high block furding mechanism for the Sun City Low Trecome Progran.
IT IS FURTHER ORDEREID that Mimnauﬁ;ﬂeﬁuan Water Company s hereby authonzed to

cstablish a deferral account (o allow it.to defer tank maintenance expenses for the Anthem Watcr

district until the next rate case for the Anthem Water district, at which time Arizona-American Watcr

Company may present evidence in support of recovery of the deferred gxpense amounts for
EDI‘I.HIdE.‘I“'LtIDTl | | o _

- ITIS FURTHER DRDER_ED that Anmna%mencan Water Company shall reduce water loss
in. the Sun City Water district’s PWS No. 07-099 to below 10 percent before _if._ files its nrm ratc case,
CC&N, or 'f.ilmncing_ application for the Sun-DiL};- Waler _disi:rir;t, not including currently pending
cases, whichever comes frst; and shall continue tracicing the water loss for PWS No. 07-099 [or three
vears and submit the data collected EVEry SiX monLhr., and shall f" lé within 180 days, with the
Cﬂmmmsxon s Docket C::-ntml 45 a compf;ance Jtam in (his docket, the first water loss tracking -
1eport f0F PWE No. 07-099,

| I'T 18 FURTHER DRDFRED that the EDU’F and E{IﬂS Pulte rcfund pavmcut'a are mcludr:d in

;atﬁ haze.

a2 - peasionno._ 2947
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~ ITIS FURTHER ORDERED that the revenue requirement for the Anthem districts based on
the 2007 and 2008 Puite rcﬁlﬁd payments shall be phased in over a three year pc.riod, ﬁiﬂ: the ﬁfst
phase effective January 1, Eﬂli, the second phase effective Januar}f. 1, 2012, and tﬂe third -phﬁse
effective JTanuary 1, 2013, at which time the revenue requirement shall equal the revenues authorized
herein, |

IT IS FURTHER ORDERED that the 2012 and 2013 revenue increases associated with the
phase-in shall be implemented automatically without fiurther Commission action.

IT IS FURTHER DRDERED that, consistent with the Agreement, there shall be no recovery
of the carrying cosis associated with the reduced revenues and no recovery of the fcmgﬁne FEVERICS
occasioned by the phase-in. . -

[T IS FURTHER ORDERED that Arizmla-_ﬂmcr-ican Water Company shall wtilize the
depreciation rates delineated by disidci un. the schedule attached hereto and incorporated herein as
Exhibit C, |

| IT J§ FURTHER ORDERED thal Arizona-Ametican Water Company shall develop a
conselidation proposal (hat includes all of its systems, as well as all of it systems without Sun City,

and shall [1le those udnsuli;ialiun proposals in a future rate applicatinn.
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I'T IS FURTHIR. ORNDERED that for all of its svstems not already required to do so under
Deciston Nos, 71410 and 70372, Arizona-American Water Company shall, within 90 davs of the | .
ctteetive date of this Decision, submit ten Best Managemen! Practices for each of these systems, as a
cnmplianﬁ:c item in this docket, in the form of tariffs.. that sabstantially conform o the femplates

created by StalT {and available on the Comrnission’s web site) for the Commission’s review and

Eoonsiderarion.

I'T 18 FIIRTHER ORDERED (hat this Decision shalt become cffective immediately.

BHY ORPER OF THE ARTE(}NA CORPORATION COMMISSION,

COMMISSIONER /

CTARVAN ;

IN. WITNESS WIIERLCE, 1, ERNEST 0 JOHNSON.
Excoulive Director of the Arizona Covporation Commission.
have hercunto set my hend and caused the official seat of the |-
Commission 10 bé atfixed at the Capitol, in the City of Phoenix,
this (2P day of T, g , 2010

' ald

DISSENT

DISSENT - - .
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SLRVICE LIST FOR:

©ARIZONA-AMERICAN WATER -
ANTHEM WATER DISTRICT, SUN CITY WATER

COMEANY

DISTRICT, ANTHENM/AGUA FRIA WASTEWATER
DISYRICT, SUN CITY WASTEWATER DISTRICT,
AND SUN CITY WEST WASTEWATER DISTRICT.

ROCKET NOS - _ W-01303A-09-0343 AND SW-01303A-09-0343

Thomas 11 Camphbel

Michael T, IIallam

LEWIS AND ROCA TLLP

40 North Central Avemne, Suite 1900
Thoenix, AZ 85004

Attorneys for Arlzona-American Water Co.

Judith M. Dworkin

Roxanme 8. Gallagher

SACKS TIERNEY PA

4250 North Drinkwater Blvd., 4™ Floor
Scottsdale, AZ R5251-3603 .
Attorney for Anthem Community {"ouncil

Lawrence V. Robertson, Jr.

P.O. Box 14438

Tubac, AZ 85646-1448%

Atlorney or Anthem Community Counetl

1 Drantel Pozefsky, Chiel Counsel

RESIDENTIAL UTILITY CONSUMER OFFICE
1110 West Washington Street, Surte 220
Phoenix, AZ 85007 -

Larry Wonds, President
PROPERTY OWNERS AND

RESIDENTS ASSOCIATION
13815 East Camino Dail 5ol :
Sun City West, AZ 85375

W R, Hunsen
12302 West Swallow Dnve

{ Sun City West. AZ 85375

Greg Patterson

U916 West Adams Street, Swite 3

Phoenix, A7 3007 _ .
Attorney for Water Utility Ass'n of Arizota

TelT Crackett

Robert Metli

SNELL & WILMER

UOne Arizona Center |

400 East Van Buren Street

| Phoenix, AF 300422872

Attemey for the Resorts .
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Andrew M. Miller

Town Alomey

TOWN OF PARADISE %’ALLLY
6401 East Lincoln Dnive

Puradise Valley, AZ B5253

Bradley J. Tlerrema

Robert J. Saperstein

BRO WNSTFN HYATT FARBER
SCHRECK, L.LLF

21 East Carillo Street

wanta Jarbara, CA 43101 .

Attorneys for Anthem Golf and Country Club

Marshall Magruder
P.O. Box 1267
Tubae, A7 83646-1267

MNomnman D, James
FENNEMORE CRAIG, P.C.
3003 North Central Avenue, Suite 2600

Phoenix, A7 85012

Allomeys for DMEB White Tank LLC

Larry D). Woods
15141 West Torseman Lanc
Sun City West, AZ 8537

Joan 5. Burke

LAW QFFICE OF JOAN 3. BTIRKE
1630 MNorth First Avenue

Phoentx, A2 83003

1 Attorney for Corte Rella Golf Club

Phalip H. Cock
13122 West Signal Butie Circle
Sun Cily, AZ R537%

Janice Alward, Chiet Counsel

Legal Tivision

ARIZONA CORPORATION C(}MMISSI{JW
1200 West Washinglon Street

Pheenix, A7 85007

Steven M. Olea, Director

Utilities Division .

ARIZONA CORPOTLATION {“‘DMMISSIDW
1200 West Washington Streel

Fhoenix, A7 85007
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BOCKET NO. W-013034-09-0343 ET AL,

ANTHER WATER 2011

MONTHLY USAGE CHARGE
Residential and Commercizl : : ,
3B x 3/4™ Meter : ' ' - ¥z
1" Meter : _ : 59.26
1-1/2” Meter : 118.51
27 Meter : 15262
3" Meter ' 7924
47 Meter oo 592,50
& heter 118512
- 8" Meter J1,BU5,1Y
Private Fire . _
Private Fire 3 Meter $10.00
Privete Fire 4™ Meter 12,50
Private Fire 6" Meter 25.00
Private Fire 8" Meter 40,00
Private Fire 107 Metor - ' 37.50

COMMODITY CHARGES: {per 1,000 gallons)
Residential (Al Meter _Sizes) ' -
First 2,000 gallons $r.4221

2001 to 5,000 zallons 2.8443
5,001 10 5,000 gallons : 4.7405
9,001 to 21,000 gallons - 6.6367
Over 21,000 gallons 5.0920
Commiergial '
5/8 x 3/47 Meter S :
First 9,000 gallons ' ' $4.7405
Over 9,000 gallons - S 8.0520
1* Meter : : ' '
First 18, 000 gallons ' ' $4.7405
Crver 18,000 galkms : 80920
1 1/2" Meter : -
Firs1 34,000 gallons - _ ' £4.7405
Owver 34,000 gallons - ' : £.04020
2" Meler ' o
Firsi 53,000 gallons : f4: 7405
(rver 53,000 gallons . _ ' . 80920
3" Meter ' ' _ '
First 107,000 gallons ' $4.7405
Over 107,000 gatlens © . B.0920
- 4" Meler ' _
* First 168,000 pallons ' - §4.7405
" Owver 168,000 gailons ' _ 3.0920)
6" Meter - ' : _
First 340,000 gallons . 47405

Over 340,000 gallons | -_ 8.0520.

_ | o 72047
.. DECISIONNO.____



DOCKET §O. S-01303A-00-0MERY a3~

EXTIRIT A
ANTHEM $ATER 2011
5" Meter
First 547 000 gallons - _ $4.7405
Creer 547,000 gallons ' ' 8.0920
Interruptible $5.2376
Whalesale (Thoenix) OW1] (0.51102

SERVICE LINE AND METER INSTALLAT TON CHARGE:
(Retundable Fursuant to- A.A.C, R14-2-4035}

¥eter Size " Serviee Line - Meter Charges lotal Charpes
Charges :
5787 x 3497 Meter F370.04 - RBi30.00 © 50000
3 Metisr 37000 . 20500 - . 57500
1" Meter ~ 42000 C 240,00 L BGDGO
1-1/2" Meter 43000 45000 90n.00
2" Turhne 580.00 o Wson 1,525,060
2" Compound 58000 1,640.00 : 2,220000
37 Turbine . 745,00 ) 142000 2.165.00
3" Comnpoumnd 765.00 - 2,195.00 : 296000
4" Turbine - 1, [ 00 2,270,080 336000
47 Compound 1,120.00 - 3.145.00 4,265.00
6" Turbine 1,610.00 4.425.00) - 6,035.00
&" Compound 1,030.00 6,120.00 ' T.RS0L00

Over 6" : Cost : . Cost . Cost

SERVICE CHHARGIES:

Recomnection (Durlng business hours) $60.00
Reconmnection (Afler business hours) o .00
Insufficient Funds, NSF Fee ' _ © 2500
- Customer Requested Meter Rercad (il not in error) 10.00
Meter Test Charge (Less than 3% difference) - 30.00
ii

© . pecisionno, 24T



MONTHLY USAGE CHARGE

" EXBIBIT A -
CCANTHEM WATLIR 2012

DOCKET RO, W-013034-1%-0343 IT AL.

© Residential and Commereial

AIR7 w347 Meter
17 Meter :
1-142" Meter

27 Meter

3" Meter

4" Meter
. 4" Meter

B Meter, -
Frivafe Firc

Private [*ire 3™ Meter
Private Fire 47 Moter
Povae Fire 6™ Weter
Frivate Fire 8 Meter
Privale Fire 107 Meter

COMMODITY CHARGES: (per 1,000 gallons)

Residential (All Meter Sizes)

First 2,600 gallons
2,001 to 5,001 gallons
5,001 to 9,000 gallons

Q000 to 21,000 caflons

Oreer 21,000 pallons
Commereial

S8 x 3/4" Meter
Frrst 9,000 gallons
Crver 9000 gallons
17 Meter '
Iirst 18, 000 eallons
Cver 18,000 galions
1 1/2™ Meter

First 34 000 gallong

- Ower 34,000 gallons
2" Meter '
First 53,000 gallons
Ower 53,000 gakions
3" Meter

First 107,000 gallons
Over 107,000 gallons
4" Mcter '

First 168 000 gallors
{Orver 168,000 gallons
67 Meter

First 34'(1,1’]'(](] gallons .

iii

$25.30°
6347

126.94
203.11
406.21
634.70
1,269.41
2,031,08

S10.6H)
12.50
25.00
4.1
57.50

$1.5233
3.0466
50776
71087
8.6675

55.0776
3.6675

$5.0776
8.6675

35.0776
3.6675

$5.0776
86675

$5.077%
R.6673

23.0775
§.6673

$5.0776 .

3-_ 'DEGISION NO, 72047



. PR NG, W=01303A-09-0343 ET AL,
- - EXHIBIT A o

| ANITHEM WATER 2012
Cheer 340,000 pallons B.6G75
8" Mcter . : ' )
First 347,000 gallons ' : $5.0776
Crver 547,000 gallons ' 8.0673
Interruptibic o $5.6101

Wholesale (Phoeniy OWU ' ' {1.5465

SERVICE LINE AND METER INSTALLATION CHARGE:
{Relundable Porsuanl 10 A A C. R14-2-4057

Meter Size - Service Line Meter Charges Total Charges

5087 x 3/47 Weter 37000 - TTRISR0G $500.00
3/47 Meter . 370,00 0500 575.08
1™ Meter 420,01 240.00 _ 660 04
JA-127 Meter 450,00 450.00 : 00,00 -
2% Turbine 380.00 04500 1,325.00
2" Compound 580,00 ) 1,640.00 222000
37 Turbine 74500 ' : 1420000 2,163.00
1" Compound 78500 2,195.00 2,960.00
47 Turbini 1, 0% 00 S 227000 3.360.00
4" Compound ' 1. 12000 3, 1450 4.265.00
" 6" Turbine 1,610.00 4,425 0 : - 6,035.00
67 Compound - 1,630.06 0, 120000 A KTERI
{OCher 67 . Cost . . Cist Cuost
SERVICE CHARGES,
Reconnection (Dhring business hours) $60.00
Reconnection (After business howray : o000
Insuilicient Funds, NSF Tee - - 23400
Custenner Reguested Meter Reread (if not in error) 10.00
Meter l'est Charge ([.ess than 3% diftercnce) : 30,00
iv

72047
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MONTHLY USAGE CHARGE

"EXHIBIT A
ANTHEM WA'TER 2013

Residential and Commercial

5/87 x 3747 Meter

1" Meter

1-1/2" Meter

27 Moter

3" Meler

4" Meter

6" Meter

8 Meter

Private Fll’ﬂ
Private Fire 3" Meter
Private Fire 4” Meter
Privale Fire 6% Meler
- Private Fire 87 Meter
Frivate Fire 10" Meter

'COMMODITY CHARGES: (per 1,000 uxllons)

Residential (Al Meter Sizes) .

'irst 2,000 pallons
2,001 1o 5,000 gallons
5,001 to 2,000 gallons
49,001 to 21,000 gallons
Over 21,000 gallons
Commercial

5/8 x 3/4” Meter
Firsi 9,000 gatlons
CGver 9,000 gallons

1* Meter

First {8, (0 pallons
Over 18,000 zallons
11/27 Meter

Firs1 14,000 palions
Over 34,600 gallons
2" Meter

First 53 000 gallons
Owver 53,000 gallons
A" Meter

First 107,000 gallons
Orver 107,000 pallons
47 Meter

First 168,000 gallons
Crver 168,000 galions
6" Meter

First 340,000 pallons

- DOCKEET N, W 154 R-0385 BT Al

$27.08
67.69
13558
216.01
433.22
676.90
1,333.80)
2,016.09

$10.00
12.50
23.00
40.00
3751

$1.6246
3.2491
54152
7.5813
92438

$5.4152
92438

$5.4152
024338

54152
02438

554152
6.2438

$5.4152
92438

B5.4132
b.2438

Fa4152

DECISION NO, 72047



EXINBIT A

DOCEET NO. W-013034-09-0343 ET AL.

ANTIIDM WATER 2013
Over 340,000 wallons . ' 02438
87 Meter . : -
Firsi 547,000 gallons : o $5.4152 .
Over 547,000 gallons _ _ 92438
Interruptible . £5.9831

Wholcsale (Phoepix) OWU _ - 0.5828

SERVICE LIHE AND METER INSTALLATION CHARGE:
{Refundable Pursuant to A A.C. R14-2-405}

Toial Charpes .

Mcter Size Service Line Meter Charpes
S Charges
587 x 3447 Meter - £370.00 - B13000 T TRS00.00
3/47 Meter ' ' 37000 _ : 20800 - Af O -
1" Meter G000 240.00 a0 0o
1-1/2” Meter - 450.00 - 450,00 900.00
2" Turbine 580.00 Q45,00 1,525.00
2" Campound . 5R0.00 1,640.00 2,220.00
37 Turbine 745,00 142000 2,165.00
3" Compound 765.00 _ : 2,195.00 2.960.00
4" Iyrkine : 1,090.00 _ 2,270 0} 3,360.00
4" Compound 1,120.00 3,145.00 4,265.00
6 Turbine 1,610.00 ' 4,425.00 6,035.00
6" Compounid . 1,630.00 6,120.00 - 7.750.00)
(her 67 . Cost Cost Cost
- SERVICE CHARGES:
Reconnection (During business hours} - S60.00
- Reconnection (Alter business hours) ' 9000
o TnsulMeient Funds, NSF Fee ' 25.00.
~ Customer Requested Meter Rercad {if not in errory 10.80
Meter Test Charge {Less than 3% difference) Cos000
v . DECISION NQ. 72047



LEXHIRIT A
SUN CTIY WATER

MONTHLY USAGE CHARGE
Residential and Commercial
3/8” x 3/4” Low [ncome

58" x 3/4" Meter

1 Meter

1-1/2" Meter

27 Meter
3" Meater
4™ Meter
6" hMeter
2" hieter

Public Interruptible - Penri:i
Ivrication — 27

Private Fire .
Private [ire 37 Meter
Pravale Fire 4" Melter
Private Fire 67 Meter
Private Fire 8" Meier
Private Fire 10" Meter

" Private Hydrant - Peoria

COMMODITY CHARGES: (per 1,000 gailons)

- Residential (All Meters)

First 1,000 pallons
1,004 10 3,000 gallons
3,001 to 9,000 gallons
5,001 to 12,080 gatlons
Owver 12,000 pallons
Commercial

5/8 x 34" Meter
First 9,000 gallons
Oreer 9,000 zallons

1" Meter

First 20,000 gallens
Orver 20,000 zallons
11/2" Meter

Firzt 40,000 pallons
Over 40,000 gallons

. 2" Meter

First 64,000 gallons -
Over 64,000 gatlons
3" Meter
First.131,000 gallons
Crver't 31,000 gallons

4 Meler

Cowii

DOCEET HO, W-013034-09-0345 ET AL.

$ 438
876
2189
43,78
7005
140.10
218.90
437 81
700.50

% 8.16
7759

$9.73
0.5
G.73
14.01
20,14
8.22

507257
1.0702
1.3621
1.653%
20156

$1.3621
2.0156

$1.3621
2.0 56
$1.364
C2.0156

$1.3021
20156

- $1.3621
20156

-

DEGISION.NO. 12047 _



. Coe DOCKET NO. W-D13034-09-0343 ET AL.
| | EXHIBIT A - -

SUN CITY WALTER
First 205,000 gallons : : R $1.3621
Orver 205,000 pallons : ' 2.0136
6" Meter L ' .
First 415,600 pallons . . _ $1.3621
Owver 415,000 gallons : 2.0156
5” Mceier . o .
First 670,000 gallens : 51,3621
Crver 670,000 gallons ' 2.0156
Public Interruptie - Peoria : £1.1632
{rriration — 2" ' . 1.2551
Irrisation — Raw 1.0037
Central AZ Projoct ' .8480
Privaic Hydrant - Peoria ' 1.1400

SERVICE LINE AND METER INSTALLATION CHARGE:
{Relundable Pursvant to A AC. R14-2-405) S

Meter Size "~ Sérvice Line Meter Charges - Tutal Charres .
. Co Charges _ : '
58" x 3047 Meter _ $370.00 . C F130u0) : : 500,00
3/4™ Meter : 370.00 205,00 575,00
1™ deter 420000 . 240,04 56000
1-1/2° Meter 450,00 45000 90000
- 27 furbine 380.00 _ 24500 1,525.00
2* Compound SROIH . 1.640.00 2,220,001}
3" Turbine - 74500 : 1,420.00 2.165.00 -
37 Compound - - 765.00 : 2,195,010 : 2,960,010
47 Turbine 1,090.00 : S 227000 3,360, 00
4" Comnpound 1,120.00 o 3,145.00 - 4,265.00-
& Turbine O 1,610.00 4,425.00 : £,035.00
&" Compound FA30.0F -~ - &, 12000 . 775000

Chver 6 - Caost o Cost ' _ st

SERVICE CHARGLS:

Reconnection (Daring business houars) - S S30.00
Reconnection (After business hours) 4000
Insulficieni Funds, NSF Fee - 2500
Customer Requested Meter Reread (i not in error) N N

Meter Test Charge 100

) Groundwater Savings Fec: _ : : :
Residentiat {Per Unit) o : 51.5650
‘Non-Residential (Per 1,000 gallons), S G1iez

72047
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“KICERT NO. W-01303A-09-0343 ET AL.

EXHIBIT A
ANTHEM/AGUA FRIA WASTEWATER

~ Monthiy Usave Charoe: _ :
Restdential : T30 84

Commercial 5/87 : 44,48
Commercial 3/4™ _ 66,72
Commercial 17 ' £9.06
Commercial LG _ 1 7805
Commodity Churge (Per 1,000 zallons water nsage) .
Residential* (First 7,000 gallons only) $4.9946
Commercial 5/8™ (Firgt 10,000 gallons oniy) S.5760
Commercial 3/4” (First 15,000 gallons only) 5.5760
Commercial 1* {First 20,000 gatlons only) 5.5760
Commercial LG (Al gallons) ' 55760
Whalesale Phoenix (All gallons) 5.5760
Effluent Charpe: ' '
All gallons {Per Acre-loot) : _ $250.00
All gallems (Per 1,000 gallons ' 0.77
Annual Fee for Industrini Discharge Service '
==50,000 gallons water per month _ % 500.00
> 50,600 gallons water per month 1,0601.00
Sewer Facilitics Hook-Up Fees S
Fee per Equivalent Residentia] Unit ("ERU™} : 76500
ERLS Schedule:
Single Family Home - 10D
Apartment Units ¢.50
Commercial Units (per acre} _ _ 400
Resorts (per room) : 0.50
SERVICE CHARGES:
Establishment during business hours : $3000
Establislunent afier business hours ' 45.00
Reconnection (delinguent) 4000
Reconnection after hours 55.08
NSF Check 1548
Late Fee {(Per Month) 1.50%%

* Commencing June 1, 2012, each residential customer’s commodity charges witl be
based on ihat customer’s average water usage for the most recent January, February and
March combined average actual water usage for those months, without the current 7,000
patlon cap. The commodity charges will be reset apnually based on the most recent
January, Febroary and March combined average actual water usage for those months. '

= peosonno, 20



EOCERT I'-I{EI. W=01303A-09-{1343 - ET AL,

- EXHIBIT A

BN CITY WASTEWATER

Monthly Usage Chairge:

Residen lial - .
Singlo Unit 58" x 3/47 : 5 1811
Single Hnit 17 45,86
Single Unit 1. 1/27 : a G373
Single Unit ==27 : _ 149 9%
Single Unit Non Water ' 1811
Iulti Unit All Water 18,11
Multi Unit Non Water 18.11

. Commeretal '

WC _ ' $ sS4
oW ' 43.03

Wk : - 1048
wWR 21.31]

RR : ' 10.94 - o

--------------------- Bargdise Purle LT — 8.711.69
' Single Unit 5/8" x 3/4" 020
Single Unit 1" . : 23.02
Single Ui 1-1/27 ' 4602

Single Unit 2° = KX X

Single Unit =27 - 7367
Single Unit Non Water . - 7343
Multi Unit 5/87 x 3/47 : - 520

C Mult Unit 17 - _ 2342
Mg Unit 1-1/27 : ' 46.02
Multi Unit 2 73.63
Multi Unit=2" . 7363
Mudtn Uit Non Water , o 7363

© Large User == 27 ' - 73.63

Commercial Velumetric Charge o :

{Per 1,000 ralluns waler nsare) ' $ 12862

Paradise Park /U Yolumetric Charge : :

(Per 1,000 sallons water usase) $1.877

Annual Fee for Industrial 1Mscharee Service A

<=5(},080 gallons water per month ' 3 500.00

> 50,000 gallons water per month _ §.000.00

SERVICE CHARGES: _ _

Reconnection {During business hours) - ' $30.00

Reconneetion {After business hours) - 4000

lnsufficient Funds, NSF Fee - . - 10,00

X

A L —————
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. EXHIEIT A

DOCEET HO. W-OL303A4-009-05343 k1 Al

Monthly Usage Charge:
Residential
“Single Unit 5/87 x 347

Single Unit 1™

Single Linit 1-1/2

Single Umt ==27

S Unit Non Water

& all Unit
Commercial

Wi

DwW

Wkl

WH

S Dt 587 x 34"

S Unit 1™

3 Unir 1-12"

S Umt 27

5 Unig =27

5 Unil Moo Water

W Dnit 578" x 374"

M Unit 17

#l Upm 1-1/2"

Pl Uinit 27

5 Lnit =27

S Umt LU ==27
Commercial Yolumetric Charpe -

{Per 1,000 rallons water usnpe)

Amnual Fee for Industrial Discharge Service

«<—50,000 gallons water per month
= 50,000 gallons water per month

SERVICE CHARGES:
Reconneetion {During business hours)
Eeconnection {After business hours)
Insutticient I'unds, NSF Fee

%1

- BUN CITY WHST WASTHEWATER

$ 3096
774
154,79
247 66
30.96
30.96

F 1165
G342
21.80
4567
17.65
44.13
8827
141.23
141.23 -
14123
17.65
4413
88.27
141.23
141.23
141.23

$ 2.6024

5 500.00
1.000.00

$30.00
40.00
25.00

. 72047
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DOCKET MO, W-(013034-09-0343 ET AL.

TYPICAL BILL IMPACTS
09-0343

ANTHEM WATER:

Under the rates adopted hetein, an averape usage (9,616 gallons/month} Anthem

- Water distnict residential cuslomer on a 5/ x 3/4-inch meter will experience in 2011 an increase
© of $20.91, or approximately 56.2 percent, from $37.22 per month to $58.13 per month and in

2012 an additional increase of $4.14 or approxdmately 7.1 percent to $62.27 per month. Rates:

will additionally increase in 2013 by $4.14 or approximately 6.7 percent o $66.41 per month

according to the phase in plan, ' '

SUN CITY WATER: R,

Under the rates adopted herein, an average water usage (7,954 galtons per TRomthy -
Sun ety Waler district résidential customer with a 5/8 x 3/4-inch water meter will experience an
incruase of §1.65, of approximately 9.9 percent, from $16.73 per month te $18.38 per month.

ANTHEM / AGUA FRIA WASTEWATER:

Under the rales adopted herein, an average waler usage (5,032 pallons per month)
Anthern/Aoua Fria Wastewater disirict residential customer with a 3/8 x 3/4-inch water moter
will experience an tnerease of $20.61, or approximately 43.5 percent, from $47.36 per month to
$67.97 per month. ' ' '

SUN CITY WASTEWATER:

Inder the rates adopted herein, an average water usage Sun City Wastewater district residential
cuslamer with a 5/8 x 3/4-inch water meter will experience an increase of $4.42, or
. approximately 32.3 percent, from $13.6% per month to §18.11 per month.

SUN CETY WEST WASTEWATER:
Under the rates adopted herein, an average water usage Sun City West Wastewater district

residential customer with a 3/8 x.3/4-inch water meter will experience an increase of $5.95, or
approximalely 23.8 percent, from $25.01 per month to $30.96 per month.

-

- pECISIONNO. 72047 -
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' ' 3 : W-01303A-09-0343 ET AL -
. EXHIBIT g~ OCKETNO. W-01303 3 .

SUH CITY TAXBAYERS ASSOCISTION

Cpmapuuuizi Asmion. foF Sontars

' Sun City/Youngtown

‘Low Income Assistance Program

For Condominium Residents

Pianﬂing Meeting
SCTA Office
July 29, 2010

Sun City Taxpayers Association
10195 W. Coggins Drive:
Sun City, AZ 25351 - -
. ' 72047
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. DOCKEET NO. W-01303A-09-0343 ET AT,

SUN CITY Th... ATERS ASSUCTATION
T e .
Q:'ummuliir;r r ) fﬁﬁ; f Het-wnrk

“-..._\___,_,-r'f
Earumuﬁ.i’.tﬂ Action fﬁk Senlors

SCTA Board Qversight Chairpersen + A poot of eight (2) pecple witl ba neaded.

(et the word ok
3 Newspaper storfes
> S(TA"ips” : '
7 Ryerstacondo residents with help from Condo Assodiation

__________ | __i___-__ . | ’ - ______

Dedicated phene line w/answering service

!

Screepopplicants . : : . _
#  Send out information packet w/application »  {(pmplete benefits check up
#  Setupappointment fior SCTA office visit #  LIAP for AAW

!

Computer spreédsh eet with all pertinent information.

N

Write chack for $4/month {twice a year)

1

erify resident stil iving there before next check is writien

L

Subimit monthiy written report to AAW

l

" Meet'persunalf}r everyquarter to Teview and adjust program

N

. Bifl AAW quarterly for misc expenses {phone, pﬂﬁt&gﬂ, et} -

. ?2047 _;.
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DOCKET NO. W-01303A-09-0343 ET AL
.SUH LY TAXFAYER: QCIATIDN '

Gmuuiw .lI ;Etﬂﬁ)&mﬂ*k ’/ll

Crobusumdy )"'mmn-'}':lr Sealors

APPLICATION: Sun C:ty.-“r’nungmwn Low {ncome Assistance Program

For Condominium Residents
{Program is for residenli=l castomens and their domesiic waler service)

Section 1-—Customer Inform:ation I

a— ——n

Association Name
{Located on Bil)
Mailing Address

City Zip Code

Management Company

individual {Customery Name |

Home Address
{individual Address)

City

Daytima Phone ¥
{Must Hist I
althree)y - #

[(JReceive domestic Wgter service from Arizona-American Water
| state the information ) hava provided in this applicatian is frue and correct. | agree to provide proof of incams,

X

Arizona American Water Customar Signaire T Date

Mail or deEv.Er o confirming agant

JEon Cty Texipayers Assaciation

o AMES W, Coggins Drive . o

. Sun City, AZ 85351 . . '
S DECISIONNO, _ 12047




DOCKET NO. W-01303A-09-0343 ET AL
EXHIBIT “C* .

DEPRECTATION BATES FOR WATER S¥YSTEMS —Anthera Water Distirici

—_r

i _ Decision & | Cﬂm;anrs : i
HARGC | Company’s THIT2 proposed rate
Acct | Accoumt ¥ Pepreciable Plant : {93 Rate (%)
361 | 201000 Drganization 0 0 0
302 0200 Framchises .. 0 0 d
303 | 303200 Land & Ld Rights 58 0 0 0
' | 303200 Land & Ld Rishts P 0 0 0
303500 Lard & Ld Rights TD -0 NIA £
303600 Lund & Land Rights AG g - i HA _ 0 +
304 | 30410 Strust & Imp 85 250 230 2.50
P 304200 Struct & Jmp P - 1.67 187 1.67
i 4300 Struct & Imp WT 1.67 1.67 1.67
! 504400 Strurt & Imp TD ~ 167
i 304510 Stroct & lmp AG Cap Leass D
b 304600 Struct & Imp Dffices 1.67
| |3p4820 | Btruct & Imp Leascheld 1.67
S0L700 Struet & lnp Store, Shap, Gar 0,00
30 | 305000 Coliset & Impounding, 1.67 el
306 | 306000 Lake, River & Other Intakes 2.50 2.50 2.50
307 _ | 307000 | Wells & Springs - 252 | 2.52 =T
308 | 308000 Infiitration Gaileries & Tunne /A 5.67 2.00°
" [._338 1310100 | Power Gepcration Equip Other | WA I B - S
311 ] 311200 Pump Egquin Electric T 44n 4.42 447
£ 311300 Fump Equip Diesel A 442 . 447
311500 | Pump Equip Other : i 4.42 442 4.42
320 | 320100 WT Equip Non-Media ' 400 706" 7.08
320200 WT Equip Filtsr Mecia ' NA b s 5,00
330 | 330000 Dist Beservoirs & Standpipes 1.67 | 157 : 1.67
331 | 331001 1D Maige Not Classified by size 1.53 .56 : 1.53
331100 TD Mains 4-inch & Less 1.53 152 i 1.53 .
¢ 331200 TD Mains E-inch o 8-inck S L5 153 ; 1,53
331300 TD Mains_J0-inch to 16-inch_- 1.53 | 153 - 153
333 333000 Services 248 248 248
334 | 334100 Mesers ' 2.51 667 §.67 .
' 334200 - | Meter Instzllations. . 251
3343{H) Ivfeter Vaohs NrA
335 . | 335000 Hydrants 1.0%:
336 Nia . Backflow Preventon Devices NiA
340 | 340100 Office Furmiture & Lquip 435
347200 Comp & Perdph Equip 449
3403 Compiier Saftware : HiA
| 340330 Comp Softivare Other - ' _N/A

- DECISION NO. 72047



o, : ' DOCKET NO. W-01303A-09-0343 ET Al .
Arizona-American Water Company ' S
Anthem Water Division

341 | 341109 Trans Equip Lt Duty Trks 25.00 2000° T 2000
[ 343200 | Trans Equip Hvy Dury Trks 25.00 15060 T 1500
Transportatior Bgmtpment —
341300 Other' WA
3 341400 Trans Equip Other® 25.00
342 | 342000 . Stores Equipmept £.00
343 [ 343000 | Toels, Shop, Garase Equip 1.53
344 | 344000 Laboratory Equipment 2.7
345 343000 P ower Operatsd Equiproent 1.53
346 | 346100 | Comra Equip Non-Telephone 976
346190 Remote Conirol & Insiumentatinp Nia
146200 Comum Equip Telephone 8,758
346300 Comm Equip Ciher 7.5
347 [ 247000 Mise Equipment 0.00

Notes: 1. Per the Company, this accmmt refiects ransportation amnnmobiles.
2, Per the Company, this stcoumt reflects trapsportaticn equipment other than tracks, such as trajlers and
Cars, eic.
3. Per the Company's response to Data Request No. STF 14.2, this account includes sourvce warer Supi:n]y
taeilities, such as, the CAP pumping staton and pipsline fFom the CAP comal io the Anthem Waier
Treatraant Flant The depreciation rate is consistent with that of Accomnt Mos, 331400 and 20900 used in
ihe Sun Ciry Warer Districi,
4. Approved in Diecizion Mo, 71410.

72047
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DOCKET NO. W-01303A-05-0343 ET AL.

DEPRECIATION RATES FOR SEUN CITY WATER DISTRICT

NARYC | Company's Depreciable Plant | Decision # | Rt (%)
Aemt# Account §. 70351 | Sun City
Water Rate {%;)
— proposed
301 301600 Organization 0 0 ]
302 302000 Franchizes { 0 0
C 03 ~ Land & Land Rizhts il 0
303200 T.and & Latul Rights 55 o 0 2
343300 Land & [and Righms P 0 0. ]
303500 | Land & Land Right TD 0 0 iy
303600 | Lapd & Land Right AG_ ... . 0 G 0
30d Stracteres & Ymprovements )
304100 Struchurs & Tmprovement 35 — -1 LAED 2.50 .50
304200 Strurhre & Improvemneant P ' 1.67 i.67 187
304304 Strutines apd Froprovements &1 1.67 1.67 1.7
S04 Structure & Improverment TD 280 2.00 2.00
304500 | Stoructare & Improvement AG N/A 3.90'< 309
0400 Stuchire & Improvement othee 4,03 1463 4.63
304620 Streture & Improvement Leasehold Hia WA o
304800 . | Sumcture & Improvement Afist 1.67 1.67 L.&7
205 35000 | - Collettion & Impoanding reserveirs 250 230 250
307 - 3070 Wells £ Sprives 252 2.51 2.52
3o 209000 Suppiy Mains MNiA _ 2.0 200
310 510000 Power Generntion Egnip - 442 447 a4z
: 310100 Power Generation Equip Dither WA 442 4.42
211 ' Pomping Equipment .
311200 Puenp Equipment Electric 4.42 442 §.42
311200 Fueop Equipaoent Diesel 5.00 500 5.00
311400 Purp Equipment Hydrawlie M - 441 442
311500 Fump Equipment Other — pump parts' 581 5.0 5.0}
34 ’ wWaier Treatment. .
420300 | Water Trzaunent Equipment Non-Media 4,00 7.06° 7.06
330 Dvstribution Reservoirs & Stapdpipes
33000 Distribution Resepvols & Sizndpipes 167 | 1.7 167
331 Trapsmissioe and Distritution” _
: 331007 T mains not clessified by size 1.53 1.53 153
331 TE mains 4-inch & lezs 133 1.33 153
331200 | TD mains é-inch to B-ipch 1.53 1.53 1.53
331300 TD mazins 10-inch to 16-tach 1.53 153 1.53
331400 | T mains 18-inch & Gru N/A 2.00° 2.00
333 335004 Bervices 248 AR 248
T334 S Meters
334100 | Meters 2.51 6,67 667
334200 Mater imstallations . 251 251 2.51
335 335000 Hydranfs 2,00 2.0 2.00-
336 MNfA Backilow Preveniion Devices 8.67 Hid &.87
320 . - Oniber Plant & Misc Equipment _
339100 - | Other BE Iutmg;lbie : 0 ] o
338500 | Dthei P/E TD? ' 2.00 . 20.00 0.0t
?2047’
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DOCKE NO. W-013034-09-0343 ET AL,

- P —

. 348 . .
240100 Office Pumniture & Equisments 459 450 £.59
\ 340200 Computer £ periph squipment 459 10.00% 13.00
340300 Computer Software NiA 25007 25.00
340310 Compwisr Softeare WA 2500 5.0
340325 | Computer Software Custom WA 24 007 25,060
340330 | Computsr Software other A 25007 2500
340500 | Other Oifive Equip — ice/wafer 1achine! WA 7.13’ 713
LT | Transportatton Equipment
; 341100 | Tramsportation Bquip, Lt Dutf Trocks 25.00 20,00° 20.00
143200 Trﬂnspurfﬂi:lun Equip, heavy Duty Toucks 23.00 15.00° 15.00
31400 E.qulp Othier = wailler for ﬂatbﬁ:d .
. backhaa _RiA 1867 J5ET
342 342000 . Btore Eguipments 3.81 351 351
343 | 343000 Tools Shop & Garage Equipments 402 4.02 402
344 342000 Lab equipments . 171 371 3171
345 1 343000 Fowar pparzied equipmesis 520 530 570
3db Cemipunicatioe Eguipment: _
346300 Commupication Equip non-relephone 10,30 1030 1030
346150 Remote Contral & nskument 1030 1035 10,30
346200 Commumicadion Equip - Telephone 10.30 1030 1030
346300 Commupicartion Egoip Cidrar 453 453 493
347 | 347000 Mz Equiproent po | 619 6.19
No=s:

1. Perthe Distict'e response to Data Ragquest STF 14,1-14.7,
2. Heferrsd to Decision #71410,

3. This apcount is for casement/might of way, the deprecianion rate ahl:ﬂ,ﬂlj. be (94, :
" 4. According tp the District, this account only u:u:lud&s an ey wash drench for Well 5.1 that was in service in May

2008,

3. Per the Dist=iet's February 18 and 15 l:-mdl.}s the Company kad begun itz 13-vear amomnatic meter replacement
progretn m 2000, The dn:prt:cmtt-:rn rate for meter should be 6.67%. .

DECISJON NO.
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DOCKET NO. W 01303A-09-0343 ET AL.

DEFRECIATION RATES FOR ANTPEWAGUA FRIA WASTEWATER DISTRICT

. i k"

380059 | WW TD Cquip Grit Removal

Drecision & Co's propossd
| 70372 e (%)
NARDC | Co's i
Acct# | Acotunt | Descripion : L %
304 | 304100' | Struct & Tmp 88 P 2.50% D
354 | 304200 | Stuct & bmp P l BA 0 0
34 | 3045)0" | Struct & Imp AG Cap Lease | WA 0 0
304 | 304600" | Stroct & Irnp Offices i HA 0 0
304 | zmER0’ | Sruct & Imp Leasehold | MNA b___ o .
| 304 | 304BC0' | Struct & Yinp Misc i H/A D 0
397 | 307000 | Wells & Sprines A L -0 —F
340 | 340100 | Office Fumitare & Equip N/A ¢ D
340 | 340200" | Comp & Periph Eouip 0% 100D 10.00
340§ 340300 | Computer Software N/A 3 0
340 | 3405300 | Comp Software Other NiA 0 u
330 | 345500 | Other Office Eouipment. N/A B B
241 341100 | Truns Equip Lt Doy Trucks - M/A 20060 20 (i
34] | 341200' | Trans Equip Hvy Dty Trits 25 (% 15.00 15.00
341 | 341400° | Trans Bquip Other? L 25.00% 156.67 16.67
243 [ 345000" | Tools, Shep, Garzge Equip 4.47% 4,47 3
344 | 344000° | Lab Equipment N/A o
346 | 346100 | Comm Equin Nor-Telephobe N/A o
348 346200° ;| Comm Equin Telephone HIA D
346 | 3a6300° | Comun Equip Other H/A 0
347§ 347000 | Misc Equimpent NA D
357 | 352000 } W Prenchises 0.0 D
353 | 353200 | WW Lapd & Ld Rights Coll - 000 9
353 1353500 WOW Lend & Ld Rights Gen 0.00% b
354 12354300 . WW Stnet & Imp Cnll . 2.50% §.67
330 | 354300 | WW Stwct & Imp SPP T 0
354 | 354400 | WW Bmet & lmp TDF 0.00% 1.67 1.67
354 [ 354300 | WW Strwel & Lnp Gan 1.57% 158 1,67
355 . | 353300 | WW power gen equip RWTP | TifA 5.00 et s
WY Collection Sewers : _ 2.067 e e Tkl
360 400G Forced. 2.0ty -]
161 31100 VW Coliecting *Mans . 2.0
383 ) 352000 | WW Special Coll Struck 8.40%
362 1 363000 | WW Services Sewer 2. 04%
364 384006 | WW Flow Measuriog Devices 5.43%
370 .| 370000 . | WW Recefving Wells 5.42%
| 371 { 375104 [ WW Pump Equip Elect 5.42%
371- 1271200 | WW Pump Equip Oth Power 3.43%
50 | %000 | WW TD Eguipinent 3,50
B |h 3RL | 5.00%

 DECISIONNO.
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380 | 360100 | WW Equip Sed TankslAcs | - 5.00% 5.0 500 ]
WW TD Equip Siudge/EE3 5.50 5,00

230 1380200 § RMY N/A

g0 | 3k0230 | WW TD Eaquip Sldee Dig Trk 5004 5.00 5.00

380 | 380300 | WW TD Equip Slégs Dry/Filt 500% | 500 ; 5.0

3E0 | 380400 | WW TD Equip Aux Eff) Trmt N4 5.00 5.00

380 . | 380500 | WW TD Equip Chem Tt Pt | 5.00% . 500 500

380 | 380600 | WW TD Equip Oth Disp 5.00% 5,00 5.00

3R0 [ 380625 | WW TD Gen Trm A 8.40 5.00
WW TL Equip Influsnt Lift B.40

370 | 380630 | Station . _ NiA 5.50

581 | 3E1000 | WW Plant Sewers HiA 500 500

3z | 382000 | WW Ouitall Sewsr Line NiA 5.00 5,00

552 | 382100 | WW Oth Plt & Misc Equip int 0.00% 2.98 4.9

360 | 390000 | W'W Office Fumniame & Equip 4,555 4.39 T Ry

591 1 391000 | WW Trans Equipment N/ R0 LN

332 | 352000 | WW Stores Equipment N/A 308 g A
WW Tool Shop & Garage 147 A o

365 | 393000 - | Equip 1.47% | Bne e

384 | 354000 | WW Laboratory Equipsment 391% | 3.7 3.7

205 ! 394000 | WW Power Operated Equip 3.BE% TEL i

396 | 32AR0O0 | WW Communicstion Egquip _10.30% 1020 sttt

307 397000 WW Misc Equipment . NiA 510 ; 5.10

355 | 258000 i WW Crhey Tangible Plant (.00% 000 T .00

" Motes: 1. Per Company's response to [ata Request No. STF 14,12 & §4.13, the account reflects allocation of

Arizona Corporate plant _
2. Per Compary, the account seflects any rantportation equipmenis that arz net light ouek & heavy wuek; it

could b= frziler, mejes, ste, .

DECISION NO.




DOCKET MO, W-031303A-00-0343 ET AL .

DEPRECIATION RATES FOR SUN CITY WASTEWATER DISTRICT

MNARUT | Company's Depreciatle Flant Petision Rate %%} Sun
Accti Acctd . #T0z08 . City Sewer '
Dislris Hate [Wa)
- propuaed
36g | 30ddne’ Sirnct & Imp AG Cap Eease o HiA I a
34600" Strugt & Imp Office JNA D a
a2 st & Imp Leascholds HiA o 1l
40 140160 Dfffcr furmmire & Bguip NiA [ fi
340200" Computer & periph aguip o NiA 0 i
340308 Compuier sofwile - R M ) e
- 340330 {Comnputer software & ather Mia i fl K
341 341100" | Trens equip It duty truckee ™~ ™ R — 7 — 0 —-
143 143000 Tonis, shop, garage equip M i o
a4 346100 Coma equip non-itlephone [T It U
3 145300 Comm. Equip other A ] @
347 34700t Mise cuip BiiA i o
337 351000 Wastewater [“WW™ Organization { R R o
352 352000 W Frunchice ] i 1]
335 153200 WW Coliection: Land & Land Rigats - { a o
34 352 WW Btruciures and Brprovemants: sellection 2.50 2350 2.50
] 354504 WW Structurss and Imiprovemenis general 2.0 2 246
E 355404 VW Power Generation Equiprent 3.13 4.3 133
360 | 360000 W W Fores Maiss .07 2.0% 247
3] 361100 WY coliscticn Mains 203 2.3 203
362 262000 W spegial collerdon shuciums B.40 g.40. B
363 3630 Wk sewer servics connesctons 104 2 214
= 364004 Flow Meamznng Devicss 10,00 10.010 10.00
365 WA Flow Measuring Instal,ations e 5.00 M/ 5.00
il Iia W¥ Reeelving Wells NiA N/A 133
371 MK - W pump equipnent: £leciic 342 141 542.
380 : :
JE005D Treatment & Dispesa] Equipmernt: Grit Eemoval 1% el 200
R0 WW Treatdene & Dispasal Equipeent :
' Sedimentetion anksfACT 104} 200
BRG] WW Treatmesar & Dispeml Equipment vther Jizprogal 2.0 2.00
IROAZS WW Trestroent & Tsprsal Eqoip ool troatmoni 2.0 ERLL
E0R50 W Treatment & Disposal Equlpm:m lnﬂu-nt 133}
' slarion .00 2.0 .00
B2 32000 W Dufall Scwer Line 100 2.00 200
8% su100 W Gther Plant & Mlse Equipment Iet 4,08 4.95 4.58
IED600 WW ovh Plt & Mise Equip Hid £98 4.58
D 390000 W% Ofice Fumiture & Equipments 4.5% 4 5% 455
3901 | Mia WW Computcr 2gaipments 435 NiA 4.53
381 31000 W W transportation equipment 2500 20. 20,00
383 393004 . Westewater Tools, Shcm Garape I':.qmpml:m d.47 £47 4.47
3594 354000 Lab cguipmsats . 3.71 . Nia Q.00
g T A Power Operated Equipment 514 MiA .00
356 o000 W Communication Equigment 10.28 .28 10.28
307 -1 397009 W Misc Cquipmeat - 3.0 514 5.10
_193 0500 W other B&ﬂ‘EIbJE phant 10,30 .00 (.00

Totes:

_ .DECiSI{JN NO._

"1, Perthe Company tespanze in Dita F!‘_tqu:s't Mao. STF 14.12 these 2ceounts spntain plant allecated to _.arpnraze LS.
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D'DCBJ:T NE. W-01303A-09-0343 _ET AL

Figdre 6 Diepreciation Rates for Sun City West Wastewater

Seatr

NARLE | Company's Depreciable Flant Drecision # Flate {%) Sun _
AT 4 Acci#. : : . e City Wegt Sewer | Recommended
: : - DisEce Rale (%}
propesed '
304 | 3p4100° Structure & Imp S8 B 2.50° 2.50 2.50
304 304200 Stucture & Imp P L&7 1.67 1.67
304 04310 Stucture & Imp AG & Cap lease Mt i ft
304 304600 Structure & lmp Office 4.63° 1.67 1.57
34 3046200 Stuchre & Tmip Jeasehald 1.67 4.03 453
304 | 304300 Stucture & Improvement Misc ot 4.63 1.67
307 307000 Wells & Springs . 2,57 2.52 1,52
40 | zabipn’ Office Fumitere & Equip 4 507 4,04 4.04
340 24072007 Comp & Petiph Equip TS 14 i}
34D 4030 Compinter Spftware G 25.00 25.00
340 340330 Compuisr Sofivare Other o 15.00 25.00
340 340500 Orther Office Equip {r i i
341 ETH Transportation Eqein — light duty trucics 25.00F 2000 2640
543 | 343000 | Tools, shop and garage 4.02* 447 4,47
44 354000 Leb sguip . 3713 1] g
346 346100" Comm Equip — non-telephons 10307 i [
346 346300" Comm Equip other 4975 i 1
347 3470600 Mise: equipment Hia® i q
37 331000 Wastowater %W} Chpanization 0 ] ]
252 352000 W Franchiss £ [ 1]
333 353200 W@ Collection: Land & Land Rights o fl a
333500 WW general: Land & Land Rights 0 a 0
34 33200 WW Collection: Structurss and lmprovements 5.00 500 500
' 354300 WW Structurss and Improvements: Sysiem Pump Plant £.00 5.00 f 5.00
254400 W Strpetures and Inprovements: TP HiA A 1]
354500 WW Collection: Strostures and Imoqovements meneml 1.67 1.67 - 1.57
355 355200 W Fower Generation Equipment - Collzction 133 WA 0.0 i
5530 WW Power Generation Equipment - SFP Nia - 3.33 333
36 360000 WW Force Maing 4T 2.G7 U7
34 361106 WW eodisction Ddsins 2.0d 204 2.0
63 Fa2000 WW special coileclion sUucuures 840 " E.40 g.40
343 363000 W& scwer servics EDnneCtions 2.04 204 204
364 3e4000 Flow Measurine Devices 10.00 - WA 14.00
36% NiA Flirw Measuring Installations L. - N4 5.08
371 | 370000 WY Receiving Wells WiA A | 333
380630 VW Treattment & Dispozal Equipmen Influest Jifl 500 540 5.00
stEHon . '
a7 371100 W pump equipment: electrie 5.42 1004 141.60
37 JRMOD - WW Treatment & Disposa! Egquipment Auwx Effluent 3.4 5.00 A.00
Treatment .
IR ' =00
380000 Treatment & Lispasal Equipment o 3.00
ZBMNIS0 Treatment & Disposal Equipment: Grit Removel 500 300
30100 ] WW Treatment & Disposal Equipment Bcdinwentation
tatlee! A O _ 500 .00
3R0200 Treatment & Dispomal Equipment: SudpsTifoent i
: removal o 3.00 5,00
3R0250 _Trsatment & Disposal Equipment: Sludge digester tank __im 3.0

- pecisionno,_ 27



Sun City West Wastewnter

DOCKET NO. W-01303A-05-1343 ET Al -

B Treatmesi & Dissozal Fquipment: studae dopffiltes 3.00 .00
330330 Treamment & Thcpogal Equipment: sec it fift ) .00 300
FEDATH) W% Treatment & Disposal Sauipment Aux Effleent 00 5.60 .
Trearment
80500 Treatment & Liesesal Equipment: chemical Ireatment .00 500
lent
- JE0ROG 'I.th"ﬁ-' Treatrient £ Cicposal Equipment = cther disp 00 s.00
3805235 Win' T11 Egaip — Gen Trmt 3400 504
3E1 221000 W Plani Sewers M4 Mk 500
252 | 352000 WW Ouifall Line 5,00 5.00 500
ig0 3E51 00 W Other Plant & Misc Equigraent Int $.08 657 408
390 | 390000 WW Offics Fumniture & Equipments 4.58 4.50 4.58
Qo0 W Compuier Faquip Mia 10.080 . 10,04
LN Computer Eouipments - 455 M/A 4,55
381 39 MK} W W rransportation cquipmenl 2500 a0 2600
3 3oz . __ | W stores equiprent 3.51 19] 351
303 3030 Wastewaker Topls, Shop, Garspe Equipmen! 4,47 4. 47 +47
1o 39400 tzb equipments 1.7} 12,00 1400
[ 395 [ 395000 Pawar Operated Equipment 502 502 502
305 A5E004 Commuricaticn Equipment 1638 12.30 . 30
a97  C 30TA00 W hisc Eavinment 310 0 510
agk - 39R000 | WW other Tergible Plan! A o NeA ALY

Matzer - 1. Per the Company respanse to Pate Requast Mo, 3TF 14,12 thest zecounts contain plane allocated Lo COrporate wes,
. 2. Bates are approved far the Arizona American Water Company Sun City West Water District in Declsion #70209.

DECISION NO,
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